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OPENING STATEMENT OF SENATOR ROBERT F. BENNETT

Senator BENNETT. The subcommittee will come to order.

I apologize to our witnesses for the fact that we are here on a
Friday when many would rather be out on a golf course, but it is
raining so you might as well be in here where it is dry.

But the Senate voted for something like 72 hours—or, no, it
seemed like 72 hours—17 hours yesterday right straight through,
so everything got canceled or postponed.

Senator Kohl, the ranking member of the subcommittee, had a
commitment today that he was unable to break, and I discussed
with him whether we should go ahead today or not. He urged me
to go ahead because we need to be moving ahead with our appro-
priations process. And given his previous commitments, why, we
excuse him. Other Senators have run into the same problem, so
that means the witnesses are going to have to bear with the rather
heavy dose of me this morning.

I will not be constrained by any 5-minute rule. Nor will I go two
or three rounds. We will simply start in, and I will cover as many
of my questions as I can, and on behalf of some of the other Sen-
ators, ask theirs as well.
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We are pleased this morning to have what are somewhat famil-
iarly called “the Unders” this morning; that is, we have four Under
Secretaries and Dr. Collins, who is the Chief Economist, and I am
sure ranks and is paid as an Under Secretary of the Department
of Agriculture. Title inflation seems to have set in everywhere. I re-
member when there was one Under Secretary in the whole Depart-
ment. But he is now the Deputy Secretary, and former Assistant
Secretaries have become Under Secretaries, and I don’t know what
it is that has become an Assistant Secretary or how it has worked
out.

Nonetheless, these are the men who do much of the heavy lifting
in the Department, and we appreciate your being here and sharing
your testimony with us as we proceed.

PREPARED STATEMENTS

This will be the second hearing of this subcommittee dealing
with the 2004 appropriations bill. Last week, we had Secretary
Veneman, who was very helpful to us in her presentation, and we
have another hearing scheduled for next week.

[The statements follow:]

PREPARED STATEMENT OF SENATOR CONRAD BURNS

Thank you, Mr. Chairman for holding this hearing. I believe we had a very suc-
cessful and informative hearing last week and look forward to today’s testimony.

I would also like to thank the witnesses for joining us here today.

Dr. Penn, I know from being in this business for a while that the only time we
hear anything is when we’ve done something wrong. I would like to take this oppor-
tunity to thank you and your staff for your hard work on the Drought Disaster pack-
age.

As is often the case, the devil is in the details and that was never truer than in
the details of the Crop Disaster Program. I talked to you a number of times myself
on this issue.

Additionally, I have heard from a number of the wheat and barley producers in
Montana and they said you were always responsive to their concerns and you where
willing to work with them on the problems.

Maybe I should repeat that. You were responsive to the concerns of the agri-
culture producer. That is what it is all about folks. That is why are here in the first
place. That is why USDA was formed.

Thank you for that willingness to work with producers and I urge you to get those
checks out to the farmers as soon as possible.

PREPARED STATEMENT OF SENATOR HERB KOHL

Thank you, Mr. Chairman, and welcome to all our witnesses here today. I will
be brief.

Today’s panel centers on the mission areas of USDA that have the most direct
impact on Rural America. There is much concern today about the national economy
and how it is suffering compared to recent years. We must remember that much
of Rural America did not share in all the prosperity that the rest of the Nation en-
joyed over the past decade, and conditions on the farm are, in many cases, worse
than ever. Wisconsin dairy farmers, for example, face record low prices, increasing
costs, and this market squeeze is devastating.

I have some concerns about the delivery of many of the programs available to sup-
port the farm sector. In regard to international programs, there are tremendous
challenges we face regarding trade impediments and we must not lose sight of our
responsibilities regarding humanitarian food assistance.

In comparison to overall federal spending on research, agricultural research lags
far behind, in spite of the fact that such research is tied to the production, mainte-
nance, and safety of our food supply. Clearly, protection of our food supply is one
of our greatest responsibilities.

Mr. Chairman, thank you and I look forward to our witnesses statements.
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PREPARED STATEMENT OF SENATOR RICHARD J. DURBIN

Chairman Bennett, thank you for holding this important hearing today on the
USDA’s fiscal year 2004 Budget. I look forward to working with you, Senator Kohl,
and my Subcommittee colleagues on the farm economy and rural sector. I would like
to welcome our witnesses Keith Collins, USDA Chief Economist, J.B. Penn, Under
Secretary for Farm and Foreign Agricultural Services, Mark Rey, Under Secretary
for Natural Resources and Environment, Dr. Joseph Jen, Under Secretary for Re-
search, Education and Economics and Thomas Dorr, Under Secretary for Rural De-
velopment. I would also like to thank others in USDA who submitted testimony for
today’s hearing.

I'd like to take a few minutes this morning to talk about some very important
issues that affect the Department, and my home state of Illinois. When I go back
to Illinois, one of the things I hear from farmers is: How can we get the rural econ-
omy back on track? As you know, there are over 60 million people that call rural
America home. Illinois has a significant rural community so I am pleased to see
USDA is committed to creating new economic opportunities and improving the qual-
ity of life for a diversified rural population.

One issue of importance is to make sure our rural communities have access to
the kinds of technology, business opportunities and affordable housing that we have
in other parts of the country, so that rural America will not be left behind. We must
work on economic growth in rural America.

Illinois is one of our country’s most important agricultural contributors. Illinois
farm land, which accounts for about 27 million acres, is considered some of the most
productive in the world. More than 76,000 farm families in the state produce corn,
soybeans, wheat, beef, pork, dairy products, and specialty crops. Illinois exports
more than $3.4 billion worth of agricultural products. The state’s agribusiness activ-
ity is vibrant. From the Chicago area to Decatur and throughout Illinois, agricul-
tural processing employs thousands of people. And our researchers at the University
of Illinois as well as at other institutions, continue to help provide answers to some
of the most common as well as the most complex, agricultural questions we face.

I would like to bring attention to the USDA’s Rural Development budget. The
rural utilities water and waste disposal system is an important program for Illinois
(For fiscal year 2003; total direct loans, $23 million, guaranteed loans, $1.5 million
and grants, $3.4 million) and the rest of the country. As stated by Administrator
Hilda Gay Legg’s submitted testimony, the need for water and waste disposal sys-
tems are still significant and are likely to grow as a result of expanding populations
in certain rural areas, changes to water quality standards, drought conditions and
similar factors. I know the additional funding provided by the Farm Bill helped re-
duce backlog for assistance and it is my hope we will be able to reduce the backlog
in a timely manner.

I would also like to take a minute to comment on research and education and to
stress how important I feel they are to USDA. Though agriculture research we have
the opportunity to face challenges to our Nation’s food and agriculture system.

I am planning on introducing legislation again this year to ensure the safety of
genetically engineered foods, a fast-growing segment of our food supply that shows
much promise, but which also must be adequately regulated to assure consumers
of biotech products’ safety and effectiveness. Through genetic engineering, scientists
are hoping to address world hunger, develop new drugs and create alternative fuel
sources to help solve many of the social problems that vex us today. My bill will
ensure these efforts continue, but require a mandatory, public approval process that
deems such foods and products safe before they are put in the marketplace. In to-
day’s global marketplace, it is critical that we demonstrate the safety of these foods
and products through a scientific-based approval process.

Chairman Bennett and Senator Kohl, thank you again for the opportunity to talk
about these issues and the fiscal year 2004 Budget.

Senator BENNETT. Gentlemen, we appreciate your being here.
Let’s hear from you, probably from my left to my right. Let’s start
with Dr. Jen, who is the—okay. Let’s start with my right and go
to your left. We will start with Dr. Collins, who is the Chief Econo-
mist at USDA. Doctor, we appreciate your being here. For the
record, this is Dr. Keith Collins.
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OFFICE OF THE CHIEF ECONOMIST

Dr. CoLLINS. Thank you very much, Mr. Chairman. I am happy
to go in whatever order you would desire.

This morning, you are going to hear the budgets profiled for pro-
grams that generally represent American agriculture and rural
areas, and what I think I will do is begin not by talking about my
budget but instead talking a little bit about the perspective that
these programs will operate in, in the current year, and where the
agricultural economy might be heading in the future.

U.S. AGRICULTURAL ECONOMY

In a nutshell, like most sectors of the U.S. economy, U.S. agri-
culture has been restrained by slow global economic growth. We
have had a high value of the dollar over the last couple of years,
lots of production in competing countries. We have had declining
prices. We have had bad weather. And all of these things have also
limited growth.

But the agricultural economy has been improving over the past
year. I think it is going to continue improving, but I think the re-
covery is going to be gradual. It is going to be uneven. And I think
in some sectors it will lag, such as in dairy.

The world economy is expected to grow only about 2 percent this
year. That is about the same rate of growth of the world economy
last year. And some of our major markets are growing even slower,
such as in Japan and the European Union. Nevertheless, a number
of countries appear to be doing better, such as Latin America, and
with that better growth and with a declining value of the dollar,
we think U.S. agricultural exports will be up $4 billion this year
to $57 billion, although we will again look at that number and pos-
sibly revise it on May 27th.

The stronger exports and the higher farm prices that have fol-
lowed from last year’s below-trend production are boosting farm
revenues. Farmers’ receipts from the sale of products in the mar-
ketplace are expected to be up about $7 billion this year, exceed
$200 billion, and I think that is a very healthy gain. And we are
seeing receipts up for both crops and for livestock.

I think the most important observation I can make—and we just
released our first forecasts for the 2003-2004 marketing year—
about the coming year, year and a half, is that U.S. agricultural
markets generally look to be in pretty good balance. If you look at
grain stocks, they are in desirable ranges. Oilseed stocks are, in
fact, very low. Cotton and rice stocks are finally declining after
being persistently high for some time.

Average farm prices are up, and that is leading to very sharp re-
ductions in the costs of farm programs such as the Marketing Loan
Program.

Crop production this year is expected to rise, assuming we have
average weather, which we can’t predict yet at this time. For exam-
ple, we expect that wheat production will bound back and be up 31
percent from last year’s drought crop. Corn and soybeans are ex-
pected to also increase, cotton probably stabilize, and rice decline,
and that will help continue the price increases we have been seeing
for cotton and rice over the past year.
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Now, although exports of grains over the past year have been
pretty weak, soybean exports have been record high, and cotton ex-
ports were the highest or we think will be the highest in 75 years
this year.

Looking ahead to the coming season, soybeans exports are likely
to decline as South America continues to expand sharply. But grain
exports should increase and cotton could possibly set an all-time
record high.

Livestock markets are finally looking fundamentally bullish. We
have had weather disruptions and trade disruptions over the last
couple of years, and that has caused liquidations and prices to go
down. I think those downward trends are beginning to turn, and
the recovery could be very sharp over the next couple of years. But
that is a conclusion, I think, that very much depends on what is
going to happen with forage and range conditions.

You, Mr. Chairman, probably know as well as anyone the hurdle
that livestock producers face because in looking at the current
drought monitor, I see that Utah remains the only State in the Na-
tion where every single county is either in extreme or exceptional
growﬁght. And so that is a hurdle for livestock producers in battling

ack.

With cattle and hog inventories down and poultry output being
cut back, we think that meat production will be lower in 2003. We
think it will be lower again in 2004. And that is going to push
prices of cattle, hogs, and broilers up probably 10 to 15 percent this
year, and up again next year, and we could possibly see a record
high cattle price in 2004.

Dairy remains our most unbalanced sector. We have weak de-
mand. We have dairy product stocks at record highs. We have
prices at 20-year lows. Our programs, however, I think have been
stabilizing. We are regularly buying cheese, butter, and nonfat dry
milk, and so far, since the program started, we have spent about
$1.3 billion in the Milk Income Loss Contract Program.

Summing up, for 2003, net cash farm income is expected to be
up about 11 percent as market receipts grow, Government pay-
ments rise. Excluding Government payments, market income will
be flat, and I think that reflects a sharp increase in production ex-
penses. We are seeing prices for key input items up, feeder cattle,
fertilizer, and energy-based inputs.

Farmland values remain strong. We think when the final data
come in, they will be up 4 percent for 2002. We are predicting 1.5
percent for 2003. And I think the higher asset values are keeping
the farm balance sheet in reasonably good shape.

The performance of the non-farm economy is also crucial for farm
households since three out of four farm households earn the major-
ity of their income off the farm.

PREPARED STATEMENT

It is now a way of life for farms to be under pressure daily to
raise productivity, to adopt new technology, to lower their produc-
tion costs, to farm sustainably, to raise product quality, and to re-
spond to consumer tastes and preferences. And I think as they do
these things, they are going to need more than ever USDA’s com-
modity, conservation, rural development, and research programs.
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And, with that, that completes my comments, Mr. Chairman.
[The statement follows:]

PREPARED STATEMENT OF KEITH COLLINS

Mr. Chairman and members of the Committee, I appreciate the opportunity to ap-
pear at this hearing to discuss the current situation and outlook for U.S. agri-
culture. In general the agricultural sector should show improvement this year after
several years of low prices. However, recovery is expected to be slow and uneven,
with some sectors such as dairy continuing to lag.

Outlook for United States and World Economies and the Implications for Agriculture

Macroeconomic factors, such as the exchange value of the dollar and slow eco-
nomic growth around the world, have constrained demand for U.S. agricultural
products and farm prices and will continue to do so over the next year or more.

The past 2 years have been disappointing as far as the U.S. economy goes. We
have been continually pushing out into the future the expected rebound. Six months
ago, the blue chip economists’ forecast of U.S. Gross Domestic Product (GDP) growth
for 2003 was 3.5 percent. Now, it is 2.4 percent, the same as last year’s growth rate.
The U.S. economy in 2003 will face some of the same restraints it faced in 2002:
excess capacity, low returns in many sectors, high consumer and business debt, low
consumer confidence, high unemployment, and weak growth in Japan and Europe.

But on the positive side: interest rates are low; liquidity is substantial; consumer
confidence is rising; oil prices have declined; and fiscal policy is expansionary and
may get more so with enactment of a growth package that cuts taxes or provides
other stimulus. Unfortunately, though, we do not foresee stronger economic growth
for the United States, such as in the 3 to 3.5 percent range, until 2004, and unem-
ployment remains high.

When the U.S. economy is very weak, as in the recessions in 1991 and 2001,
growth in food consumption slows. It did pick up in 2002, but was still not very
strong, rising only 1.7 percent, which is half the rate of growth in 1999, when the
economy was stronger and consumers were more confident. With the economy likely
to show limited growth this year, we can expect food spending to be similar to last
year, perhaps slightly stronger.

Consumer spending at grocery stores in 2002 also grew slowly, rising 1.5 percent.
However, sales were up 2.5 percent during the first quarter of 2003, compared with
a year earlier. As the U.S. economy eventually starts growing faster, the farm econ-
omy will benefit from stronger domestic food sales. As we look to the future, we can
expect American consumers to continue to shift their consumption patterns as fac-
tors like income, population diversity, age, diet and health awareness drive change.
Per capita consumption for such foods as fruits, vegetables, yogurt, eggs, poultry,
gra{ns, and nuts are likely to grow, while milk, red meats and potatoes may face

eclines.

World economic growth continues to be slow. Global GDP is forecast at only 2.0
percent in 2003, similar to last year’s 1.9 percent. While mild U.S. growth will re-
strain overall foreign growth, growth for most of our trading partners, with the ex-
ception of Japan and the European Union, is expected to be moderate. Economic
growth in Asia is forecast at 5.4 percent in 2003, down slightly from the 5.8 percent
growth in 2002. Mexico’s GDP is expected to continue its slow recovery, with 2003
growth forecast at 3.0 percent. Likewise, Brazil and Argentina should see positive
growth this year after the sharp devaluations and recessions in 2002.

Despite the weak global economy, the value of U.S. agricultural exports is forecast
to reach $57 billion in fiscal 2003, the fourth consecutive annual increase. We are
within striking distance of the record $60 billion achieved in fiscal 1996. Much of
the increase is due to stronger farm prices rather than volume gains. The value of
agricultural imports has also risen during that same period, but so has our agricul-
tural trade surplus.

Although the dollar remains relatively strong, especially against Latin American
currencies, it has depreciated against the euro, Canadian dollar, and the yen. On
a weighted-average basis, against the currencies of our major markets, the dollar
has fallen steadily since early 2002. Although no precipitous drop in the dollar is
anticipated, we are likely to see a slow decline against major currencies over the
rest of the year and into 2004. The United States is running a record current ac-
count deficit, which requires financing from overseas. However, the combination of
low real interest rates in the United States and a listless economy is unlikely to
attract foreign investment. Thus, for the moment, the fundamental direction for the
dollar has to be down. This is good news for export prospects.
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USDA released its long term baseline projections on February 7th. They suggest
some of the export pressures and opportunities U.S. farmers may face in the future.
Exports are seen rising to the 1996 record of $60 billion by 2005 and then to nearly
$72 billion by 2010. But the projected growth is all in intermediate and consumer
ready products. By contrast, bulk commodities are expected to face continued very
strong competition. For many of the bulk products, their best entry into export
growth markets will be in value-added and processed form, such as feed grains and
protein meals exported as meat.

Outlook for Major Crops

Weather remains the dominant factor shaping the near-term outlook. Drought in
key areas in 2002, notably in Australia, Canada, and the United States, depleted
crop supplies in traditional exporting countries, and drought in Africa expanded
global food aid needs. Weather raised many U.S. crop prices, and these higher prices
are carrying into the first half of 2003. However, a rebound in yields and strong
competition especially from traditional competitors will likely cause a pull back in
prices. The major uncertainty in this conclusion is the ongoing drought in the west,
although precipitation has helped in recent weeks.

Wheat plantings for 2003/2004 are estimated at 61.7 million acres, up 1.3 million
(2 percent) from 2002, as gains in winter wheat more than offset lower spring wheat
plantings. Winter wheat seedings are 6 percent above last year, with most of the
increase in hard red winter (HRW). Soft red winter (SRW) plantings are down as
prolonged wet conditions resulted in reduced seedings in parts of the Delta, South-
east, and Atlantic Coast and offset gains in the Midwest. Farmers indicated in
March that they plan to plant 7 percent less land to other spring wheat and 3 per-
cent fewer durum acres than in 2002.

Wheat prices are down sharply from the highs of last fall and alternative crops
are offering better returns than spring wheat. For example, contract prices for malt-
ing barley are up sharply from last year, due to drought-reduced supplies in the
United States and Canada.

While wheat planted area looks like it will expand less than previously expected,
wheat production is forecast up more than 30 percent from last year’s unusually
poor crop. Harvested acres are forecast up 6.9 million acres (15 percent) and yields
up 4.8 bushels per acre (14 percent). If this projection materializes, larger produc-
tion would more than offset the smallest carryin stocks since 1996/1997, leaving
2003/2004 supplies almost 185 million bushels above 2002/2003.

Food use likely will increase, but at a rate less than population growth due to
changes in diets and baking technology that have extended the shelf life of bakery
products. Feed and residual use, forecast at 175 million bushels, will be up sharply
from the unusually small 125 million bushels in 2002/2003. Reduced wheat prices,
especially during harvest, will promote the use of wheat for feeding. Hog and poul-
try feeders in the Southeast and Atlantic Coast areas and cattle and hogs feeders
in the Plains likely will see relatively high prices for corn during the early summer.
These areas had poor corn and sorghum crops in 2002 and will have to bear the
cost of transporting feed corn from a greater distance than usual.

U.S. 2003/2004 wheat exports are estimated at 950 million bushels, an 8.6 percent
increase over 2002/2003 levels. The United States will face increased competition
from expanding production in the major foreign exporters, especially Australia and
Canada, and declining competition from Russia, Ukraine, and Eastern Europe.

Total wheat use in 2003/2004 is expected to increase about the same as supplies,
leaving ending stocks little changed from a year earlier. Prices received by farmers
are expected to average $3.05 to $3.65 per bushel, compared with $3.56 in 2002/
2003. Large U.S. winter wheat supplies, declining global imports, and sharply ex-
panding production in Australia and Canada will provide little opportunity for
prices to rebound as the year progresses. However, if crops in the major foreign ex-
porters do not rebound strongly from 2002/2003, U.S. prices will rise sharply to ra-
tion limited supplies, because the “minor” exporters will not have the supplies avail-
able to step in and meet market needs, as they did this past year.

U.S. rice producers intend to plant 3.0 million acres in 2003, down 6 percent from
last year, and a decline of 8 percent from the preceding 5-year average. Planted area
in long-grain rice is down 9 percent from last year, while combined medium-and
short-grain plantings are up 5 percent. Poor market prices is the primary reason
for the decline in expected plantings. The recent strengthening of U.S. prices due
in part to anticipated significant food aid purchases destined for Iraq could offset
some of the expected decline in planted acres.

Assuming trend yields, U.S. rice production in 2003/2004 is expected to be down
about 5 percent from last year’s bumper crop. Average rice yields have jumped high-
er in the last several years due to the introduction of higher-yielding long-grain va-
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rieties in the South. Production of long grain rice is expected to be down about 9
percent from 2002/2003, while combined medium- and short-grain rice production
will be up fractionally. Domestic and residual use is expected to be up slightly and
on trend, while U.S. exports are expected to be down 26 percent from record 2002/
2003 levels because of reduced supplies and keen international competition. Ending
stocks are expected to total 22.1 million cwt, about the same as 2002/2003. The sea-
son-average price is expected to be $1.10 per cwt higher than 2002/2003 due to
tighter domestic supplies.

Global rice trade for calendar year 2003 is projected to contract slightly with glob-
al rice prices below the levels of the 1990s. For example, Thai 100b long grain
milled rice was quoted at about $209 per ton as of early April compared to $194
per ton a year ago and $276 per ton 2 years ago. In 2002, India subsidized the ma-
jority of its exports in an effort to reduce burdensome stocks thereby pressuring rice
prices. India is currently reviewing its export policy for 2003 and may decide to re-
duce the level of export subsidies as its stocks are worked down.

In 2003, Thailand will continue to be the world’s predominant exporter with ex-
ports projected at 7.5 million tons, 4 percent above 2002. The other top exporters
will include Vietnam and India at 4.0 million tons each, followed by the United
States at 3.4 million tons and China at 2.25 million tons. Indonesia is projected to
be the largest importer with imports of 3.25 million projected for 2003, 7 percent
below 2002. Other large importers include Nigeria at 1.5 million tons, Iran at 1.25
million tons, and the Philippines at 1.2 million tons.

In March, U.S. corn farmers indicated they will plant marginally fewer acres to
corn than the 79.1 million seeded in 2002 and well below industry expectations for
a 1 to 2 million acre increase. The expected expansion in corn acres may not occur
because of lower acres in the Great Plains, where lack of irrigation water, concerns
about high energy prices, and lack of soil moisture reserves changed farmers’ inten-
tions. Corn harvested acreage for grain is forecast at 72 million acres and yield is
forecast at 139.7 bushels per acre, based on a simple linear trend over crop years
1960-2001 and is well above the 130 bushels per acre in 2002 and the 1994 record
of 138.6. Thus, corn production is forecast at 10.1 billion bushels, up more than 1
billion from 2002. However, reduced carryin stocks will be partially offsetting and
total supplies are projected at 11.1 billion bushels, up around 510 million from 2002/
2003.

Projected 2003/2004 corn feed and residual use is down slightly from a year ear-
lier, but food, seed, and industrial use is expected to increase 4 percent, following
a 11-percent gain in 2002/2003. While most uses are expected to show little change,
corn used for ethanol production is projected to increase 8 percent from the rapidly
expanding levels of 2002/2003.

The global setting for feed grain trade in 2003/2004 is more favorable than that
for wheat, but U.S. corn exports will continue to face strong competition from corn
from Argentina and China and feed wheat from India and the Black Sea region.
However, an expected 20-cents-per-bushel drop in the U.S. farm price of corn will
make U.S. corn more competitive. China’s corn exports continue to be the biggest
unknown. Corn plantings in China are expected to decline as some producers switch
to soybeans in response to various Government incentives and a reduced protection
price for corn. However, the volume of China’s corn exports will continue to largely
depend on the level of Government export incentives. U.S. corn exports are projected
at 1,850 million bushels, up 225 million from the 2002/2003 forecast.

Corn ending stocks for 2003/2004 are projected at 1,304 million bushels, a rise of
less than 250 million from the forecast 2002/2003 level. The projected farm price of
$1.90 to $2.30 compares with a forecast price of $2.30 for 2002/2003.

Soybean production in 2002/2003 was 2.7 billion bushels, down about 5 percent
from the record level achieved a year earlier. Despite reduced total use, ending
stocks are projected to decline to 145 million bushels, the lowest since 1996/97. At
these levels, the soybean stocks-to-use ratio is the lowest in 30 years. Before the
dramatic expansion of soybean production in South America in recent years, stocks
at these levels would have been associated with much higher prices. However, with
soybean production in South America significantly exceeding that of the United
States, farm level prices are likely to average only $5.50 per bushel.

Soybean producers in March indicated intentions to plant 73.2 million acres for
2003, down 0.6 million acres from 2002. If realized, soybean acreage would decline
for the third consecutive year. Although net returns and crop rotations favor a shift
toward corn this year as evidenced by the intentions of producers in the Eastern
Corn Belt, producers in the Northern Plains are planning to further expand soybean
acreage, a trend that began in the mid 1990’s. With a return to trend yields, produc-
tion is expected to reach 2.9 billion bushels, up 4 percent from 2002.
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Domestic soybean meal demand is projected to grow at a moderate 1-2 percent,
limited by slow expansion in poultry and hog production and increased availability
of other protein meals. With large competitor supplies of soybeans, soybean meal ex-
ports are likely to remain relatively weak as well. Soybean meal prices are projected
to decline 6 percent from 2002/2003 levels.

Much of the world’s 2003/2004 soybean demand growth will come from China and
other Asian markets. Demand is also rising in Latin America, the Middle East and
North Africa. In 2002/2003, China is forecast to import a record 16.5 million tons,
exceeding its domestic soybean production for the first time. U.S. exports to China
will reach record levels in 2002/2003. However, record South American soybean
crops will leave world supplies high in the fall of 2003, and likely will limit export
growth for the United States for both soybeans and soybean meal. Consequently,
U.S. soybean exports are projected to decline about 5 percent in 2003/2004. With
larger supplies and limited demand growth for U.S. soybeans, ending stocks are ex-
pected to increase to above 200 million bushels for 2003/2004. With higher stocks
and continued prospects for larger foreign soybean production, soybean prices are
projected to drop below $5.00 per bushel for the 2003/2004 marketing year.

Cotton production for 2002/2003 was 17.2 million bales, a reduction of 15 percent
from the preceding year’s record. Domestic mill use has stabilized after a 13-percent
drop in 2001/2002 and is forecast at 7.6 million bales. Lower foreign production and
higher foreign consumption are supporting exports at a level near last season’s 11.0
million bales—the current forecast is 10.8 million bales. With total use approaching
that of last season, ending stocks are expected to fall 17 percent to 6.3 million bales.
The reduction in stocks, combined with higher world prices, has raised farm prices
more than 40 percent from last season’s 29-year low.

Cotton producers intend to plant 14.3 million acres in 2003, 2 percent more than
last year. While cotton prices have risen, so have prices for alternative crops. The
small increase in area is primarily a result of a more certain environment following
passage of the 2002 farm bill. With average abandonment and yields, production
would be about the same as 2002’s 17.2 million bales. Domestic mill use is likely
to stabilize or fall slightly in 2003/2004, as U.S. mills continue to have difficulty
competing with textile imports. Exports, however, could rise to a record 11.5 million
bales. If these forecasts are realized, stocks would be drawn down to about 4.7 mil-
lion bales, which is a relatively tight 25 percent of total use, and cotton prices would
likely continue to rise.

World cotton stocks are forecast to fall to 36.6 million bales at the end of 2002/
2003, their lowest level since 1994/1995. A combination of lower area and unfavor-
able weather cut world production more than 10 percent; at the same time, demand
has probably has been helped by low cotton prices vis-a-vis polyester. While global
cotton production is likely to rebound in 2003/2004 in response to higher prices, it
will be difficult to offset the reduction in stocks experienced in 2002/2003 and, at
the same time, satisfy further increases in demand. Therefore, world stocks are an-
ticipated to remain tight through the 2003/2004 season.

U.S. sugar production in 2003/2004 likely will increase, assuming average weath-
er, following last year’s damaging storms in Louisiana and below-average sugarbeet
yields in many northern States. However, if sugar consumption returns to near-nor-
mal growth, supplies likely will not be burdensome to producers. A major uncer-
tainty in the near future is how to accommodate a completely integrated North
American sweetener market, as will happen by 2008 under the North American
Free Trade Agreement. Additional uncertainties could develop in the next round of
WTO trade talks, and as the United States works toward bilateral and regional free
trade agreements.

The outlook for U.S. sugar markets largely will be driven by the sugar program.
At present, marketing allotments are being used to prevent sugar loan forfeitures
and maintain the program at no cost to the taxpayer, as directed by the 2002 Farm
Bill. Allotments have been in effect since October 2002, and raw sugar prices have
averaged 22 cents per pound while refined sugar has averaged 27 cents per pound.
As long as sugar imports do not exceed the legislated trigger, marketing allotments
will remain in place and prices likely will continue at these levels.

At $11.3 billion forecast for 2002/2003, horticultural exports account for 20 per-
cent of total agricultural exports and a significant portion of horticultural farm
sales. Reduced growth rates began with the Asian financial crisis and continued
with stagnating prospects in the European Union. While fresh citrus, processed
fruits and vegetables, wine, and nursery/greenhouse products have stabilized, pros-
pects have been stronger for fresh vegetables and deciduous fruits, tree nuts, and
Jjuices.

The outlook for horticultural crops is a return to trend growth in farm sales, fol-
lowing a strong performance in 2002/2003. Fruit and vegetable farmers earned
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$28.4 billion from the 2002 harvest, up $1.6 billion and well above trend growth.
The increase resulted from higher output and prices. Fruits and vegetables, which
have accounted for 30 percent of all horticultural crop values in recent years, are
sharply up from a 22-percent share for 1996. In addition, greenhouse/nursery crop
sales likely will top $14 billion in 2003, increasing $600 million following flat growth
in 2002. Export growth, however, has slowed to only $200 million annually during
the last 5 years, much lower than $700 million yearly growth leading up to 1997.

Outlook for Livestock, Poultry and Dairy

The livestock, poultry, and dairy sectors experienced a stressful year in 2002 as
weather, disease, trade disruptions, record production, and low prices affected mar-
kets. Price prospects for the livestock and poultry sectors are much improved for
2003, but the outlook for the dairy sector remains guarded.

Commercial beef production in 2002 reached a record 27.1 billion pounds as
drought conditions caused producers to continue to reduce their herds. With record
beef production, as well as record pork and broiler production, Choice Nebraska
steer prices fell nearly 8 percent to $67.04 per cwt.

U.S. commercial beef production is forecast at 26.2 billion pounds in 2003, 3.2 per-
cent lower than in 2002. After wheat grazed cattle are placed in feedlots this spring,
feeder cattle supplies are expected to tighten, especially if forage conditions improve,
enabling producers to hold back heifers for herd rebuilding. Cattle slaughter is ex-
pected to decline year-over-year during the second half of the year, ending 3.5 per-
cent lower. Choice Nebraska steer prices in 2003 are forecast to be $76 per cwt, an
increase of 14 percent from 2002. Firm beef demand and tighter cattle supplies
pushed prices to about $78 per cwt in the first quarter of this year. After a seasonal
decline during the spring, steer prices will then increase to the upper $70’s per cwt.

Beef exports in 2002 rebounded from the BSE-reduced import demand of 2001.
Although sales were weak to Japan, U.S. exports to Mexico and Korea reached
record levels. In 2003, beef exports are forecast to be about the same as in 2002
as Japan remains weak and tighter supplies limit growth but then rise 3—4 percent
in 2004 as the world economy improves.

Herd liquidation continued for the seventh consecutive year in 2002. The cattle
herd on January 1, 2003, was 96.1 million head, about 1 percent lower than a year
earlier. Herd expansion is not expected this year as most heifers retained this year
will not calf until 2004. Signs of heifer retention likely will appear by late May or
early June as producers finalize retention decisions. For 2004, another decline in
beef production is expected and fed cattle prices could reach record high levels.

In 2002, pork production increased 2.7 percent to a record 19.7 billion pounds.
Hog imports from Canada climbed to more than 5.7 million head last year, and 66
percent of the imports were feeder pigs mainly destined for finishing operations in
the Midwest. Increased pork supplies last year resulted in an average hog price of
about $35 per cwt, nearly $11 below the previous year’s price.

Given last year’s price weakness, the industry appears not to be expanding in
2003. Beginning with the 4th quarter of 2002 and continuing into 1st quarter 2003,
producers reduced the number of sows farrowed by about 2.5 percent. Producers also
indicated they intend to farrow 3 percent fewer sows through August 2003. This
would result in a smaller pig crop and fewer hogs to slaughter in 2003 and into
2004. Consequently, pork production is forecast at 19.5 billion pounds in 2003, 1
percent lower than in 2002, with another 1 percent drop in 2004. Hog prices are
forecast at $38-$39 per cwt in 2003, up 9-12 percent over 2002, with a further price
increase in 2004 into the low $40’s per cwt.

Pork exports increased 3.5 percent in 2002, due to rising shipments to Japan and
Korea. In 2003, exports are forecast to increase nearly 3 percent and another 2 per-
cent in 2004.

Whole-bird broiler prices dropped 6 percent to 55.6 cents in 2002. Parts prices
were even weaker as the broiler sector, which exported nearly 18 percent of produc-
tion in 2001, was hit with trade disruptions caused by disease outbreaks and trade
disagreements with Russia over antibiotic use and processing plant inspections.
Northeast leg quarter prices were 28 percent lower in 2002 than in 2001. Meat that
could not be exported led to burdensome broiler stocks which weighed on other
prices. In response to the price weakness last year, broiler producers began to scale
back production in the fall of 2002. Hatchery data indicates that eggs set in incuba-
tors and chicks placed on feed have been below year ago levels since last September,
except for 1 week.

As a result of these cutbacks, broiler production in 2003 is forecast to increase
just 0.2 percent, the smallest year-to-year increase since the early 1970’s. Higher
prices may result in production increases beginning in the later part of the year and
continue into 2004 when a 1 percent increase is projected. Broiler prices in 2003
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are forecast at 60-62 cents per pound, up 8-12 percent, and the highest average
price since 1998, and hold there in 2004.

Broiler exports fell nearly 14 percent in 2002 because of disease outbreaks and
a Russian ban on poultry imports. Exports in 2003 are forecast at 5.0 billion pounds,
4 percent higher than last year. In an attempt to stimulate domestic production,
Russia imposed a 1.05-million-ton quota on poultry imports for the next 3 years. The
quota goes into effect at the beginning of May, and the quota quantity is prorated
at 744,000 tons for 2003. The United States was allocated 553,500 tons under the
quota in 2003. Under this scenario, the United States will not export to Russia
much more than levels from a year ago because of trade uncertainties early in the
year and the quota limitations beyond April.

In 2002, milk production increased 2.5 percent to 169.8 billion pounds. Output per
cow gained more than 2 percent and the number of milk cows were slightly higher
as producers responded to the high prices of 2001. However, in the face of expanded
production and slowing demand, the all-milk price fell to $12.11 per cwt, 19 percent
below a year earlier. Prices for butter, cheese, and nonfat dry milk (NDM) were con-
siderably weaker in 2002 as fat basis commercial use languished at just 0.5 percent
above 2001 and skim-solids use declined. With increased milk production and weak-
er commercial use in 2002, Commodity Credit Corporation (CCC) purchases of non-
fat dry milk were 66 percent higher than in 2001, and cheese purchases were 4
times the level of the previous year.

For 2003, the all-milk price is expected to drop around 7 percent to $11.10-11.60
per cwt. Milk production is forecast to increase 1 percent to 171.4 billion pounds
on continued gains in output per cow. Although beginning the year fractionally
above 2002, cow numbers are expected to drop slightly this year. Cow numbers have
remained higher than expected because exits from the dairy industry have been
slower than anticipated over the past year. The Milk Income Loss Contract program
likely has provided many producers with a cushion against low milk prices. Com-
mercial use is expected to increase about 2 percent in 2003 but not enough to boost
prices given the abundant supply of milk and stored products. As a result, CCC pur-
chases of butter, cheese, and NDM are expected to remain substantial.

Farm Income Outlook

The U.S. farm economy was under financial stress in 2002, but it is on an improv-
ing footing in early 2003. Some producers, especially those affected by weather, do
face serious problems. However, because of structural diversity and preventive
steps, most in agriculture are enduring. While prospects for 2003 look stronger for
many producers, a boom is not in sight.

In 2002, farm cash receipts for crops rose slightly, but livestock receipts fell $10.5
billion as prices fell sharply under the big, drought-driven increase in meat produc-
tion and slower meat exports and lower milk prices. Another factor affecting farm
income was the slow pace of farm program signup, which resulted in $4 billion in
government payments being shifted from the fall of 2002 into 2003. These factors
combined to reduce farm income in 2002 quite sharply and cause it to drop below
the levels we forecast a year ago. Net farm income, which includes noncash items
such as depreciation and inventory change, fell 29 percent in 2002 from the 2001
level. Net cash farm income, which is gross cash income minus total cash expenses,
fell 22 percent.

In 2002, net cash income, the income an operator has left over to pay living ex-
penses, capital costs and service debt, was at its lowest level since the mid 1980s.
The big drop indicates many producers faced tight budget constraints in 2002, par-
ticularly those in weather-affected areas. Income declines occurred in all regions and
were especially pronounced for hog and dairy operations. This continues to pressure
input markets such as machinery sales. Many bankers tightened collateral require-
ments as their unease grew during 2002. On the other hand, loan delinquencies
have been modest, farm interest rates remain low, and banks remain in sound con-
dition with ample loanable funds.

Several factors contribute to the economic resiliency of many farm households.
First, three out of four farm households earn the majority of their income from off-
the-farm sources. This reduces the impact of farm income changes—either up or
down—on their well being. Second, the farms most dependent on farm income are
the 10 percent of farms that produce two-thirds of the output and receive the bulk
of U.S. agricultural support. These farms, on average, have household incomes that
are well above the national average and remained so in 2002. Third, the value of
farm assets continues to grow, giving some financially stressed producers a chance
to weather a down period by selling some assets or borrowing against them.

For 2003, net cash farm income is expected to rebound by 11 percent to over $51
billion, as both crop and livestock receipts grow and government payments rise. If
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government payments are excluded, net income from the market is expected to be
little changed, as farm production expenses rise reflecting higher feed and feeder
cattle costs and higher energy and fertilizer expenses. Farmland values remain
strong, rising an estimated 4 percent in 2002, but are expected to rise at a slower
1.5 percent in 2003, reflecting the reduced cash income in 2002 and restrained mar-
ket income expectations in 2003. For 2003, with slow growth in asset values but an-
other boost in debt levels, the farm debt-to-asset ratio is forecast to move up to 16
percent a still healthy figure but the highest since 1998.

As always, these observations about the farm economy must be weighed in light
of a number of uncertainties. There are many: the aftermath of the war in Iraq and
its uncertainties; the global economy, its pace of recovery, the influence of uncertain
factors such as SARS and the behavior of exchange rates; foreign nations’ farm and
trade policies, especially China for crop imports and exports, and places like Russia
and Japan for meat imports; and finally, the weather, here as well as abroad.
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Senator BENNETT. Thank you very much.
Our next witness will be Dr. J.B. Penn, who is the Under Sec-
retary for Farm and Foreign Agricultural Services. Dr. Penn?

FARM AND FOREIGN AGRICULTURAL SERVICES

Dr. PENN. Thank you, Mr. Chairman. It is a pleasure to be with
you this morning, and I am pleased that you chose to describe us
as “Unders” rather than “lessers.”

As you know, I represent the Farm and Foreign Agricultural
Service mission area of the Department, and that encompasses the
Foreign Agricultural Service, the Farm Service Agency, and the
Risk Management Agency, and the administrators of those agen-
cies are with us this morning.
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The programs and services of the Farm and Foreign Agricultural
Services mission area are central to the Department’s efforts to
meet the challenges of agriculture in the 21st century and to en-
hance economic opportunity for America’s farmers. The agencies of
our mission area were very heavily involved in major activities re-
lated to the farm economy during the past year. As you know, the
Farm Bill was enacted last May, and we immediately undertook
the massive task of ensuring timely and effective implementation
of that program and ensuring that we got the benefits to the agri-
cultural sector on time.

As Dr. Collins noted, severe drought affected major parts of the
country, and our risk management resources were taxed to meet
the failure of the Nation’s largest crop insurance company last
year. And now we are very heavily involved in the task of imple-
menting the Emergency Disaster Assistance Program, which was
enacted on February 20th.

Now, at the same time all of those things were going on, the
workload associated with the very ambitious international trade
negotiation agenda has increased, and we are spending more and
more time maintaining the existing markets that we have while
the trade enforcement responsibilities also continue to grow.

The 2004 budget proposals that we are discussing today fully
support continuation of all of these activities and ensure our con-
tinued efforts on behalf of America’s agricultural producers.

FARM SERVICE AGENCY

I want to first briefly note the Farm Service Agency. That is
USDA'’s primary vehicle for delivering assistance, and it is the one
with which farmers and ranchers interact the most frequently. Be-
cause of FSA’s important role in operating the farm programs, our
budget proposal places a priority on enhancing the agency’s ability
to continue to assist our producers. We propose a 2004 program
level for FSA salaries and expenses of $1.3 billion to support a ceil-
ing of 5,900 Federal staff years and 10,800 non-Federal county staff
years.

We also continue to strive to modernize our services. One impor-
tant effort is the initiative to put the Geospatial Information Sys-
tem in place to replace hard-copy paper maps and data files with
an integrated digital system. The GIS will enable producers and
our service center agencies to electronically share and process in-
formation on farm records, soils, and aerial photography in ways
that we believe will dramatically improve efficiency.

The President’s budget proposes £42 million under the Office of
the Chief Information Officer for FSA’s component of the common
computing environment to support this GIS and related activities.

Now, the Farm Service Agency also plays a critical role by pro-
viding a variety of direct loans and loan guarantees to farm fami-
lies who would otherwise be unable to obtain the credit they need
to continue their farming operations. By law, a substantial portion
of the direct loan funds are reserved each year for assistance to be-
ginning, limited-resource, and socially disadvantaged farmers and
ranchers. And our budget proposal includes funding for $850 mil-
lion in direct loans and $2.7 billion in loan guarantees, and we be-
lieve these amounts will be sufficient to meet the demand in 2004.
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Now, for emergency disaster loans, our carryover funding from
2003 is expected to provide sufficient credit in 2004 to those pro-
ducers whose farming operations have been damaged by natural
disasters.

RISK MANAGEMENT AGENCY

Now, very briefly, the Risk Management Agency. The Federal
crop insurance program, as you know, is an increasingly important
part of the safety net available to our agricultural producers. In
2002, crop insurance provided $37 billion in protection on 215 mil-
lion acres. That is 4 million acres more insured last year than were
insured in 2001. And because of the drought, we expect indemnity
payments on the 2002 crops to exceed $4 billion, and that is well
over $1 billion more than the indemnities for the 2001 crop.

We are budgeting for slightly lower participation in 2004 based
on our latest estimates of planted acreage and expected market
prices for the major agricultural crops.

The 2004 budget requests an appropriation of such sums as nec-
essary for the mandatory costs associated with the program, and
this will provide resources to meet program expenses at whatever
level of coverage the producers choose to elect.

For salaries and expenses of the Risk Management Agency, $78
million in discretionary spending is proposed, and that is an in-
crease of $7.8 million over the previous year.

In addition, we have proposed nearly $9 million for information
technology needs under the common computing environment.
RMA’s information technology is aging. The last major overhaul oc-
curred more than 10 years ago, and this funding request under the
common computing environment will provide for the needed im-
provements to RMA’s existing information technology, and it will
enable coordination and data sharing with the Farm Service Agen-
cy, a goal that all of us have long sought to achieve.

FOREIGN AGRICULTURAL SERVICE

Let me finally turn very quickly to the Foreign Agricultural Serv-
ice and the international activities of the Department. The impor-
tance of expanding international market opportunities for Amer-
ica’s farmers and ranchers simply can’t be overstated, so expanding
market access is among our highest priorities for agriculture. We
continue to pursue trade expansion efforts, as I noted. We are
doing this on several fronts, negotiation of new trade agreements
at the international level, the regional level, and the bilateral level,
and the plan is that these will reduce barriers and expand access
to critically needed overseas markets.

Our trade policy activities, however, are not limited to only nego-
tiating new agreements. We have stepped up our efforts to monitor
compliance with existing agreements and then to ensure that our
trade rights are protected. This past year, we worked hard to re-
solve important issues such as China’s restriction on soybean im-
ports, implementation of its WTO accession commitments. We
worked on Russia’s ban on U.S. poultry. And we have continuing
difficulties with Mexico and the implementation of NAFTA, which
continues to take a lot of our time.
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The Foreign Agricultural Service is the lead agency in the De-
partment’s international activities, and it leads our efforts to ex-
pand and preserve overseas markets. And I am pleased to say that
this month marks the 50th anniversary of the Foreign Agricultural
Service, a very important milestone for that agency and for USDA.

The budget provides total appropriated funding for FAS of $145
million for 2004 and supports a number of important trade-related
initiatives. We are proposing 20 additional staff years for our in-
volvement in the trade negotiations and to bolster the rapidly
growing market access constraints that are related to sanitary and
phytosanitary provisions and to biotechnology.

Finally, the 2004 budget requests additional funds for FAS for
non-discretionary administrative requirements including pay cost
increases, inflation, and higher payments to the U.S. Department
of State for administrative services that they provide to us at over-
seas posts.

Now, the United States also continues its commitment to alle-
viating hunger and improving food security in developing countries
through the provision of food assistance. The proposed budget in-
cludes a total program level for U.S. foreign food assistance of
nearly $1.6 billion. This includes $1.3 billion for Public Law 480
Title I credit programs and Title II donations. And the budget also
requests $50 million of appropriated funding for the McGovern-
Dole International Food for Education and Child Nutrition Pro-
gram. This is a new program that was included in the Farm Bill,
and we hope to soon have those regulations in final form and to
begin operation of that program.

PREPARED STATEMENTS

Mr. Chairman, let me close by saying that this is a very modest
but positive budget proposal. It provides the needed resources for
the Farm and Foreign Agricultural Services mission area to con-
tinue the important work on behalf of all of our farmers and ranch-
ers, and it supports some important investments to ensure that, as
we look ahead, we can continue to provide those benefits in an ef-
fective and efficient manner.

Thank you very much. That concludes my statement. Again, it is
a pleasure to be with you today.

[The statements follow:]

PREPARED STATEMENT OF J.B. PENN

Mr. Chairman and Members of the Committee, I am pleased to appear before you
today to present the 2004 budget and program proposals for the Farm and Foreign
Agricultural Services (FFAS) mission area of the Department of Agriculture
(USDA). Accompanying me this morning are the Administrators of the three agen-
cies within our mission area: James Little, Administrator of the Farm Service Agen-
cy; Ross Davidson, Jr., Administrator of the Risk Management Agency; and Ellen
Terpstra, Administrator of the Foreign Agricultural Service. We also have with us
Kirk Miller, the Department’s General Sales Manager, and Dennis Kaplan from the
Office of Budget and Program Analysis.

Statements by each of the Administrators providing details on the agencies’ budg-
et and program proposals for 2004 have already been submitted to the Committee.
My statement will summarize those proposals, after which we will be pleased to re-
spond to any questions you may have.

Mr. Chairman, last February, Secretary Veneman released a new strategic plan
that provides the framework for achieving the Department’s policy and program ob-
jectives. One of the five primary goals established in the plan is to “enhance eco-
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nomic opportunities for American agricultural producers”. The programs and serv-
ices of the FFAS mission area are at the heart of the Department’s efforts to re-
spond to the challenges of the 21st century and enhance economic opportunities.
Through the wide range of services provided by our agencies—price and income sup-
ports, farm credit assistance, risk management tools, conservation assistance, and
trade expansion and export promotion programs—we provide the foundation for en-
suring the future economic health and vitality of American agriculture.

This past year, the FFAS agencies and programs were challenged by a number
of significant developments to which they responded effectively. In May, the Farm
Security and Rural Investment Act of 2002 (2002 Farm Bill) was enacted, and we
undertook the massive task of ensuring timely and efficient implementation of this
far-reaching and complex legislation. Sections of the United States experienced
drought this past summer, and our risk management resources were taxed to meet
the most pressing needs of drought-stressed producers. Now, we are undertaking
the task of implementing the supplemental emergency disaster assistance provisions
of the 2003 omnibus appropriations act. At the same time, the workload associated
with our trade negotiation and enforcement responsibilities has continued to grow,
and 2003 will be a critical year for negotiations aimed at further reducing trade bar-
riers and opening new markets overseas.

The 2004 budget proposals we are discussing today fully support continuation of
these activities and ensure our continued efforts on behalf of America’s agricultural
producers. In particular, the budget supports the implementation of the domestic
commodity and income support, conservation, trade, and related programs provided
by the new Farm Bill. It fully funds our risk management and crop insurance activi-
ties. It supports the Administration’s export expansion goals by providing a program
level of $6 billion for the Department’s international activities and programs. Also,
it provides for the continued delivery of a large and complex set of farm and related
assistance programs, while improving management and the delivery of those pro-
grams.

FARM SERVICE AGENCY

The Farm Service Agency (FSA) is our frontline agency for delivering farm assist-
ance and is the agency the majority of farmers and ranchers interact with most fre-
quently. Producers come to FSA to participate in farm programs, including pro-
grams involving direct and countercyclical payments, commodity marketing assist-
ance loans, loan deficiency payments, farm ownership and operating loans, disaster
assistance, and conservation programs such as the Conservation Reserve Program
(CRP). Because FSA plays a lead role in implementing provisions of the new Farm
Bill, the budget places a priority on enhancing the ability of FSA to provide better
service to our producers more efficiently.

Farm Program Delivery

The new Farm Bill signed in May 2002 required immediate action by FSA to for-
mulate and put into effect a new set of programs for the 2002 crops. With about
2.1 million farms eligible for the complex, new Direct and Counter-cyclical Payments
Program, FSA faced major implementation challenges. Producers had until April 1,
2003, to contact their local FSA offices and update bases and yields, and have until
June 2nd to finalize their contracts. Approximately 4 percent of our producers were
required to schedule appointments after the April 1st deadline to select their base
and yield option because of the heavy workload in some of our busier offices. Those
late appointments will be concluded by tomorrow, May 16th, at which time we are
confident that everyone who wanted to update their bases and yields will have been
provided the opportunity to do so. Approximately $4.3 billion in direct and counter-
cyclical payments had been paid out as of April 25th, and payments have risen rap-
idly as signup has progressed. In addition, over $1.3 billion in Milk Income Loss
Contract payments have been made to date to dairy producers, and about $1.2 bil-
lion in Peanut Quota Buyout payments have been made along with Apple Market
Loss Assistance and other payments issued this fiscal year.

Along with implementation of the provisions of the new farm bill, FSA continues
to meet the challenges of simultaneously implementing provisions of the recently
passed $3.1 billion Disaster Assistance package. In fact, FSA is currently making
payments to producers signed up for the reauthorized Livestock Compensation Pro-
gram; approximately $15 million in refunds under the Conservation Reserve Pro-
gram Refund Program; and $10 million in grants to Texas farmers for water losses
in the Rio Grande Valley. Sign-up for the $50 million Cottonseed Program began
2 weeks ago, with payments scheduled to begin at the end of June and, within a
few days, FSA will begin disbursing payments for the $55 million Tobacco Payment
Program. On June 6th we will begin accepting applications for the $2.15 billion
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Crop Disaster Program and begin making payments by the end of June. We are also
expediting $60 million in payments to sugarcane producers suffering from dev-
astating hurricane losses, $1.7 million in assistance to New Mexico producers who
incurred losses from pesticide applications, and $60 million in payments to sugar
beet producers. A disaster assistance website with frequently asked questions and
answers as well as input from farmers, ranchers, and industry organizations have
ensured that the programs are implemented clearly and effectively.

The magnitude and complexity of the programs being implemented will continue
to reinforce the need to improve customer service efficiency in FSA and the other
county-based conservation and rural development agencies. FSA will continue to
face a substantial workload through 2004, as new Farm Bill programs are imple-
mented. As the initial work associated with commodity programs signup in 2003
moderates, the workload associated with supporting the expansion of the Farm Bill
mandated conservation programs will rise in 2004 and beyond.

The proposed 2004 program level for FSA salaries and expenses of $1.3 billion will
support a ceiling of about 5,900 Federal staff years and 10,800 non-Federal county
staff years. The proposed level for 2004 will maintain permanent non-Federal coun-
ty staffing at prior year levels, while reducing the number of temporary non-Federal
staff, which had been increased in 2003 and earlier years to support supplemental
assistance programs and to begin Farm Bill implementation in 2002 and 2003. The
agricultural assistance title of the 2003 omnibus appropriations act provides $70
million for the administrative costs of implementing that title, as well as title I of
the 2002 Farm Bill. Federal staff years for 2004 are near prior year levels except
for an increase of 56 staff years to support the Geospatial Information System (GIS)
initiatives to improve services to producers and enhance efficiency.

The Administration places high priority on management initiatives and invest-
ments in technology to deliver improved, more efficient services to rural customers
by continuing to streamline and modernize the field offices and Service Centers. Al-
though we have established a high number of consolidated Service Centers and have
made major strides in replacing separate-agency, aging information technology sys-
tems with the Common Computing Environment and re-engineered business proc-
esses, additional steps are needed to realize the full benefits.

A key component in these efforts is the continued initiative to put the GIS in
place to replace normal hard-copy paper maps and data files with an integrated dig-
ital system. The GIS will enable producers and the Service Center agencies to elec-
tronically share and process vital information on farm records, soils, and aerial pho-
tography in ways that can dramatically improve efficiency. The President’s budget
proposes $42 million in appropriated funds under the Office of the Chief Information
Officer for FSA’s component of the Common Computing Environment to support GIS
and related FSA investments.

FSA also will work on modernizing its farm credit program servicing activities,
and we will review Service Center office processes and structure to explore addi-
tional ways to provide services at lower cost.

Commodity Credit Corporation

Disaster and commodity price and income support programs administered by FSA
are financed through the Commodity Credit Corporation (CCC). CCC also is the
source of funding for a number of conservation programs administered by USDA,
and it funds many of the export programs administered by the Foreign Agricultural
Service. CCC borrows funds directly from the Treasury to finance those programs.

Changes over the last decade in commodity, disaster, and conservation programs
have dramatically changed the level, mission, and variability of CCC outlays. CCC
net outlays have declined from a record of $32 billion in 2000 to $22.1 billion in
2001 and $15.7 billion in 2002.

CCC net outlays for 2004 are currently estimated at $15.4 billion, down approxi-
mately $3.8 billion from the revised 2003 estimated level of $19.2 billion. These esti-
mates reflect the new Farm Bill and the supplemental emergency disaster assist-
ance provided in the omnibus appropriations act for 2003.

Annual agriculture appropriations acts authorize CCC to replenish its borrowing
authority as needed from the Treasury, up to the amount of realized losses at the
end of the preceding fiscal year. This authority provides CCC with the flexibility to
request funds as needed from the Treasury, up to the actual losses recorded for the
most recent year. For 2002 losses, CCC was reimbursed $17.7 billion.

Conservation Programs

Conservation program outlays will account for over 10 percent of CCC expendi-
tures in 2003. The Farm Bill authorized direct CCC funding for the CRP adminis-
tered by FSA and dramatically increased funding for several conservation programs
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administered by NRCS. Funds for several conservation programs are transferred to
NRCS and presented in the budget estimates for that agency.

CRP protects millions of acres of topsoil from erosion and is designed to improve
the Nation’s natural resources base. Participants voluntarily remove environ-
mentally sensitive land from agricultural production by entering into long-term con-
tracts for 10 to 15 years. In exchange, participants receive annual rental payments
and a payment of up to 50 percent of the cost of establishing conservation practices.

The 2002 Farm Bill authorized USDA to increase CRP enrollment to 39.2 million
acres in fiscal year 2006 through general signups, a continuous signup, the Con-
servation Reserve Enhancement Program (CREP), and the Farmable Wetlands Pro-
gram (FWP). Since May 5, FSA has been accepting applications for a Conservation
Reserve Program (CRP) general signup. Current participants with contracts expir-
ing this fall, accounting for about 1.5 million acres, can make new contract offers.
Contracts awarded under the new general signup will become effective at either the
bﬁginning of fiscal year 2004 or the following fiscal year, whichever the producer
chooses.

The Farm Service Agency will evaluate and rank eligible CRP offers using the En-
vironmental Benefits Index (EBI) for environmental benefits to be gained from en-
rolling the land in CRP. Decisions on the EBI cutoff will be made after the general
signup ends in late May and EBI numbers of all offers have been analyzed. Those
who would have met previous sign-up EBI thresholds are not guaranteed a contract
under the current signup.

Aside from the general signup, the CRP continuous signup program is ongoing.
USDA has reserved two million acres for the continuous program, which represents
the most environmentally desirable and sensitive land. USDA is making a special
effort to help enhance wildlife habitats and air quality by setting aside 500,000
acres for bottomland hardwood tree planting. Continuous signup for hardwood
planting will begin after the general signup is complete.

The President’s budget does not request additional appropriated funding for the
Emergency Conservation Program for 2004 because it is impossible to predict nat-
?raé.disasters in advance and, therefore, difficult to forecast an appropriate level of
unding.

Farm Loan Programs

FSA plays a critical role for our Nation’s agricultural producers by providing a
variety of direct loans and loan guarantees to farm families who would otherwise
be unable to obtain the credit they need to continue their farming operations. By
law, a substantial portion of the direct loan funds are reserved each year for assist-
ance to beginning, limited resource, and socially disadvantaged farmers and ranch-
ers. For 2004, 70 percent of direct farm ownership loans are reserved for beginning
farmers and about 35 percent are made at a reduced interest rate to limited re-
source borrowers, who may also be beginning farmers.

The 2004 budget includes funding for about $850 million in direct loans and $2.7
billion in guarantees. In prior years, the Department shifted funding from guaran-
teed operating loans to meet excess demand in the direct loan programs. The levels
requested for 2004 reflect those shifts and are expected to reflect actual program
demand more accurately. The overall reduction is due primarily to higher subsidy
rates for the direct loan programs, which make those programs more expensive to
operate than guarantees. However, we believe the proposed loan levels will be suffi-
cient to meet the demand in 2004.

The 2004 budget maintains funding of $2 million for the Indian Land Acquisition
program. For the Boll Weevil Eradication program, the budget requests $60 million,
a reduction of $40 million from 2003. This reduction is due to the successful comple-
tion of eradication efforts in several areas. The amount requested is expected to
fund fully those eradication programs operating in 2004. For emergency disaster
loans, carryover funding from 2003 is expected to provide sufficient credit in 2004
to producers whose farming operations have been damaged by natural disasters.

RISK MANAGEMENT AGENCY

The Federal crop insurance program represents one of the strongest safety net
programs available to our Nation’s agricultural producers. It reflects the principles
of this Administration contained in the Food and Agricultural Policy report by pro-
viding risk management tools that are compatible with international trade commit-
ments, creates products and services that are market driven, harnesses the
strengths of both the public and private sectors, and reflects the diversity of the ag-
ricultural sector.

In 2002, the crop insurance program provided about $37 billion in protection on
over 215 million acres, which is about 4 million acres more than were insured in
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2001. Our current projection is that indemnity payments to producers on their 2002
crops will exceed $4 billion, which is about $1 billion more than was incurred on
2001 crops.

The crop insurance program has seen a significant shift in business over the past
several years—producers have chosen to buy-up to higher levels of coverage as a re-
sult of increased premium subsidies provided in the Agricultural Risk Protection Act
of 2000 (ARPA). The number of policies, acres, liability, and premium all increased
more than 40 percent for coverage levels 70 percent and higher.

Our current projection for 2004 shows a modest decrease in participation. This
projection is based on USDA’s latest estimates of planted acreage and expected mar-
ket prices for the major agricultural crops, and assumes that producer participation
remains essentially the same as it was in 2002.

The 2004 budget includes a legislative proposal to reduce the percentage of ad-
ministrative expense reimbursements from 24.5 percent to 20 percent of premium.
This proposal is estimated to save taxpayers about $68 million in 2004. A 1997
study of the crop insurance program by the General Accounting Office (GAO) indi-
cated that higher premiums had resulted in substantially higher reimbursements to
the companies for delivering essentially the same number of policies. In 1998, Con-
gress responded to that report by imposing the current cap of 24.5 percent on reim-
bursements. Since that time, Congress has enacted a number of reforms to crop in-
surance designed to encourage participation at higher levels of coverage. Although
the number of policies sold has remained virtually unchanged, total premiums in
2002 are more than 50 percent higher than in 1998, and reimbursements have in-
creased by about $229 million over that time.

Savings in reimbursements to the companies are achievable. About 95 percent of
the policies sold annually are renewals, which require less work to maintain and
service than do policies sold for the first time. Further, in 2000, Congress passed
the Freedom to e-File Act, which mandated that Federal Agencies provide access to
all forms and other program information via the internet and provide for the elec-
tronic filing of all required program paperwork. Today, the vision Congress ex-
pressed through that mandate is a reality for agricultural producers participating
in the Federal crop insurance program who are doing most of the paperwork on
their own.

The 2004 budget requests an appropriation of “such sums as necessary” as man-
datory spending for all costs associated with the program, except for Federal sala-
ries and expenses. This level of funding will provide the necessary resources to meet
program expenses at whatever level of coverage producers choose to purchase. The
current projection for the 2004 budget year is that $3.3 billion will be needed for
that purpose.

For salaries and expenses of the Risk Management Agency (RMA), $78.5 million
in discretionary spending is proposed, an increase of about $8 million above 2003.
This net increase includes additional funding mainly for information technology,
maintenance costs, increased monitoring of the insurance companies, and pay costs.

At this time I would like to return to the budget request for the common com-
puting environment (CCE). This budget includes about $8.7 million for information
technology needs of RMA under the CCE. This amount is in addition to any funding
requested within the salaries and expenses of RMA. Historically, funding under the
CCE has been reserved for the Service Center agencies. However, in the ARPA leg-
islation passed in 2000, Congress mandated a new role for FSA to assist RMA with
program compliance and integrity in the crop insurance program. That mandate has
required a greater level of coordination and data sharing between these two agen-
cies. The best way to ensure the level of coordination required is to provide funding
under the controls of the CCE.

RMA'’s information technology system is aging; the last major overhaul occurred
about 10 years ago. Since that time, the crop insurance program has expanded tre-
mendously. Catastrophic coverage and revenue insurance products have been initi-
ated and coverage for new commodities has been added, including many specialty
crops and more recently livestock. In short, RMA’s information technology system
has not kept pace with the changes in the program. The funding requested under
the CCE will provide for improvements to RMA’s existing information technology
system to improve coordination and data sharing with the insurance companies and
with FSA. The funding will also provide for the development of a new information
technology architecture to support the way RMA will need to do business in the fu-
ture with strong consideration to shared resources under the CCE.
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FOREIGN AGRICULTURAL SERVICE

The importance of international markets for America’s farmers and ranchers can-
not be overstated and, thus, improving market access and expanding trade are
among our highest priorities for American agriculture. Expanding international
market opportunities is one of the key objectives set forth in the Department’s new
strategic plan.

We continue to pursue our trade expansion efforts on many fronts. At the center
of these efforts is the negotiation of trade agreements that will reduce barriers and
improve access to overseas markets. We expect 2003 will be a crucial year for these
efforts. At the World Trade Organization (WTO) multilateral negotiations, where
U.S. remains committed to an ambitious outcome, we are entering a critical phase.
Having missed the March 31st the deadline for reaching agreement on the modali-
ties—or formula—for reducing protection and trade-distorting subsidies, we need to
step up our efforts to press for real and effective trade reform. The next critical
milestone will be the September Ministerial in Cancun. Our trading partners, par-
ticularly the European Union and Japan, must show flexibility and demonstrate
their commitment to reform in order for the Ministerial to give the negotiations the
direction and impetus to conclude next year.

We also are engaged in a number of regional and bilateral negotiations to estab-
lish free trade agreements. Negotiations to establish a Free Trade Area of the Amer-
icas (FTAA) are entering an important phase. In February, countries tabled specific
offers to reduce trade barriers in key areas, including agriculture. The United States
will host the next FTAA Ministerial in November, and we will be working diligently
to move the negotiations along. Our goal is to provide greater trade opportunities
in this market of 800 million consumers with an annual Gross Domestic Product
of $13 trillion. At the same time, we will be engaged in negotiations this year with
Central American countries, the Southern African Customs Union, Australia, and
Morocco to reach free trade agreements that will improve trade opportunities for
American farmers and ranchers.

Our trade policy activities are not limited to negotiating new agreements however.
As new agreements have been implemented, we have stepped up our efforts to mon-
itor compliance and ensure that U.S. trade rights are protected. These efforts are
essential as the Department continues to work diligently to resolve a number of
trade problems, such as China’s implementation of its WTO accession commitments
on tariff-rate quota administration and export subsidy obligations; Russia’s quotas
on meat and poultry imports; and Mexico’s continuing implementation of provisions
of the North American Free Trade Agreement.

As traditional trade barriers fall, we find a rise in technical barriers to trade in-
cluding resistance to adoption of new technologies, such as biotechnology, and in-
creased use of sanitary and phytosanitary measures. It is fundamental to our main-
taining market access to encourage the adoption by our trading partners of science-
based regulatory systems. In this regard, it has become increasingly important to
improve these countries’ capacity to trade so that they can take part in negotiations,
implement agreements, and connect trade liberalization to a program for economic
reform and growth. This work is important because it helps to engage developing
countries in the development and implementation of trading rules and guidelines
and, thereby, helps to ensure the success of the trade negotiating process and the
fair implementation of its results.

Another major focus of activity this year is implementation of the new Trade Ad-
justment Assistance for Farmers program that was authorized in the Trade Act of
2002. Under the new $90 million program, USDA is authorized to make payments
to eligible producers when commodity prices have been affected by imports. Benefits
may be provided when the current year’s price of an agricultural commodity is less
that 80 percent of the national average price during a preceding 5-year period and
the Secretary determines that imports have contributed importantly to the price de-
cline. This has proven a very complex program to put in place; its administration
will involve at least 5 agencies of the Department. These agencies have worked dili-
gently to design and establish the program. Proposed regulations for the program
were published on April 23rd, and we are working to have final regulations in place
and to begin accepting petitions for assistance this summer.

FAS Salaries and Expenses

The Foreign Agricultural Service (FAS) serves as the lead agency in the Depart-
ment’s international activities and plays a critical role in our efforts to expand and
preserve overseas markets. In March, we observed the 50th anniversary of FAS, an
important milestone for the agency and for the Department.
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Much has changed during the past 50 years, not the least of which is the impor-
tance of international markets for U.S. farmers and ranchers and the FAS programs
that support our agricultural community to take advantage of those opportunities.
U.S. agricultural exports were $2.8 billion during 1953, while imports were higher
at $4.3 billion. By fiscal year 2002, exports had grown to just over $53 billion and
imports to $41 billion.

This morning, our more immediate concern is ensuring that FAS has the nec-
essary resources and staffing to continue their important work as we face new trade
challenges together with the U.S. agricultural community. The budget provides total
appropriated funding for FAS of $145.2 million for 2004, and supports a number of
important trade-related initiatives.

First, an additional 20 staff years are provided to FAS to facilitate the agency’s
active involvement in ongoing multilateral, regional, and bilateral trade negotiations
and to bolster its efforts to address rapidly growing market access constraints re-
lated to biotechnology, and sanitary and phytosanitary measures. These will be
funded from a centralized fund to be established in the Office of the Secretary to
support cross-cutting USDA trade-related and biotechnology activities.

Funding also is provided to FAS for a trade capacity building initiative to support
a number of critical activities supporting our trade policy agenda. This includes as-
sistance to countries to implement the Cartagena Protocol on Biosafety. If countries
misinterpret the Protocol, it can seriously impede international trade, product devel-
opment, technology transfer, and scientific research. FAS will work with developing
countries so that science-based, transparent, and non-discriminatory standards are
adopted and, by doing so, will help to avoid potential disruptions to trade or other
problems.

Funding is also provided for a USDA contribution to the Montreal Protocol Multi-
lateral Fund. The Fund was established in 1991 to help developing countries switch
from ozone depleting substances to safer alternatives. The USDA contribution will
supplement contributions by the Department of State and Environmental Protection
Agency to the Fund and will further U.S. agricultural interests in the implementa-
tion of the Protocol.

Finally, the 2004 budget requests additional funds for FAS for a number of non-
discretionary administrative requirements, including pay cost increases, inflation,
and higher payments to the Department of State for administrative services pro-
vided at overseas posts.

Export Promotion and Market Development Programs

FAS administers the Department’s major export promotion and market develop-
ment programs that are key components in our efforts to expand exports. The 2002
Farm Bill provided increased funding for a number of these programs in order to
bolster our trade expansion efforts on behalf of U.S. agriculture, and the President’s
2004 budget proposals fully reflect those increases.

For the market development programs, including the Market Access Program and
the Foreign Market Development Cooperator Program, the budget provides $164
million, an increase of $15 million above 2003. Included in this amount is $2 million
for the Technical Assistance for Specialty Crops program that was authorized in the
Farm Bill. Under the program, grants are provided to assist U.S. organizations in
activities designed to overcome phytosanitary and related technical barriers that
prohibit the export of U.S. specialty crops. FAS worked very hard in getting that
program up and running so that 2002 programming could be implemented by the
end of last year. Final regulations for the program are currently under development
and are expected to be published in the near future, which will allow 2003 program-
ming to move forward.

For the CCC export credit guarantees, the largest of our export programs, the
budget includes a program level of $4.2 billion. We experienced strong growth in the
supplier credit guarantee program during 2002, with sales registrations once again
doubling the previous year’s level.

The budget also includes projected program levels of $57 million for the Dairy Ex-
port Incentive Program and $28 million for the Export Enhancement Program
(EEP).

International Food Assistance

The United States continues its commitment to alleviating hunger and improving
food security in developing countries through the provision of food assistance. The
budget includes a total program level for U.S. foreign food assistance of nearly $1.6
billion. This includes $1.3 billion for Public Law 480 Title I credit and Title II dona-
tions, which is expected to support the export of 3.1 million metric tons of com-
modity assistance. The Farm Bill increased the annual minimum tonnage for Title
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II donations to 2.5 million metric tons and, based on current price projections, the
budget provides sufficient funding to meet that requirement.

The budget also provides $50 million of appropriated funding for the McGovern-
Dole International Food for Education and Child Nutrition Program. As the Com-
mittee will recall, the Farm Bill authorized this new program, which succeeds the
Global Food for Education Initiative pilot program that the Department carried our
during 2001 and 2002. For 2003, the program will be funded through the CCC but,
beginning in 2004, is to be funded through annual appropriations. FAS published
proposed regulations for the program on March 26th, and the public comment period
ended on April 25th. Once the final rule is published, FAS will request proposals
from private voluntary organizations, the World Food Program, and other groups to
begin implementation of the program.

The budget also includes a program level of $151 million for the CCC-funded Food
for Progress programs during 2004. The Farm Bill authorized an increase in trans-
portation and other non-commodity costs in order to support the minimum annual
program level of 400,000 metric tons for Food for Progress activities established in
the Bill. Finally, the budget also assumes that donations of nonfat dry milk will con-
tinue under the authority of section 416(b) of the Agricultural Act of 1949. The
value of the assistance and associated costs are projected to total $118 million.

This concludes my statement, Mr. Chairman. I would be pleased to answer any
questions you or other Members of the Committee may have.

PREPARED STATEMENT OF JAMES R. LITTLE, ADMINISTRATOR, FARM SERVICE AGENCY

Mr. Chairman and Members of the Subcommittee, I appreciate the opportunity
to present the fiscal year 2004 budget for the Farm Service Agency (FSA). This
budget supports the FSA programs that will ensure a strong, viable U.S. agriculture
market. Before addressing the details of the budget, I would like to comment on
some of the initiatives that FSA has undertaken over the last year.

Farm Bill Implementation

Since before the Farm Security and Rural Investment Act of 2003 was signed on
May 13, 2002, FSA employees in headquarters and across the Nation have dedicated
themselves to its effective and timely implementation.

Producers had until April 1, 2003, to contact their local FSA offices and update
bases and yields and until June 2nd to finalize their contracts. Approximately 4 per-
cent of our producers were required to schedule appointments after the April 1st
deadline because of the heavy workload in some of our busier offices. Those late ap-
pointments should be completed by tomorrow, May 16th, at which time we are con-
fident that everyone who wanted to update their bases and yields would have been

rovided the opportunity to do so. As of April 25th, FSA has issued approximately
§4.3 billion in direct and counter-cyclical payments (DCP)—over $3 billion in direct
payments and over $1 billion in counter-cyclical payments to date, and payments
have risen rapidly as signup has progressed. We have worked diligently to ensure
that producers have the information they need to make informed decisions about
program participation. While the DCP Program has been a major focus, we have
also provided a steady stream of information on other Farm Bill provisions includ-
ing: the Milk Income Loss Contract program, the Peanut Quota Buyout program,
new loan rates, the addition of pulse crops, and other issues important to the agri-
culture community. As of April 25th, over $1.3 billion in Milk Income Loss Contract
payments have been made to dairy producers. About $1.2 billion in Peanut Quota
Buyout payments have also been made along with the Apple Market Loss Assist-
ance and other payments issued this fiscal year.

At the same time, we have worked internally to develop extensive training ses-
sions and materials to ensure that county office employees on the front line of pro-
gram delivery have the information needed to perform their jobs. Recognizing that
the effectiveness and efficiency of Farm Bill implementation hinges on high quality
and timely information, FSA worked with State extension services and the Farm
Foundation to undertake an extensive training initiative. In August and September
of 2002, four regional train-the-trainer meetings were conducted to provide rep-
resentatives of State extension services, Native American councils and tribal organi-
zations, 1862 and 1890 universities, farm organizations, farm consulting firms, farm
management organizations, farm lenders, and agribusiness leaders with Farm Bill
information. Attendees were able to use materials provided at the sessions to rep-
licate the training within their own organizations and train an additional 1,000
trainers. This process allowed local training for various target audiences of farmers
and ranchers across the Nation. In addition, attendance by the press helped ensure
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that early and accurate Farm Bill information was disseminated through the media.
The partnership between Federal, State, and private organizations was key in alert-
ing producers of the importance of making informed management decisions regard-
ing the new legislation.

FSA employees at every organizational level have succeeded in implementing ex-
tensive new programs and program changes in record time. The implementation
challenge was complicated by the need to partially rely on old technology systems.
We are in the process of transitioning to new systems under the Common Com-
puting Environment and look forward to the benefits of the improvements, once the
transition is complete.

Technology has proven to be an invaluable tool. We have supplemented our FSA
website to provide Farm Bill information and program details, updated enrollment
data, and frequently asked questions. The website offers online program forms to
allow producers to e-file applications in compliance with the Government Paperwork
Elimination Act. We also provided web-based calculation tools such as the base and
yield update analyzer developed in collaboration with Texas A&M University.

As we continue to administer the Farm Bill programs, we are committed to uti-
lizing technology and process improvements to further enhance performance and de-
liver the quality of service that America’s producers and taxpayers have the right
to expect.

Agricultural Assistance Act Implementation

Along with implementation of the new farm bill, FSA continues to meet the chal-
lenges of simultaneously implementing provisions of the recently passed $3.1 billion
Agricultural Assistance Act of 2003. In fact, FSA is currently making payments to
producers signed up for the reauthorized Livestock Compensation Program; approxi-
mately $15 million in refunds under the Conservation Reserve Program Refund Pro-
gram; and $10 million in grants to Texas farmers for water losses along the Rio
Grande River. Signup for the $50 million Cottonseed Program began 2 weeks ago,
with payments scheduled to begin at the end of June, and FSA will begin disbursing
payments for the $55 million Tobacco Payment Program within a few days. On June
6th, we will begin accepting applications for the $2.15 billion Crop Disaster Program
and begin making payments by the end of June. We are also expediting $60 million
in payments to sugarcane producers suffering from devastating hurricane losses,
$1.7 million in assistance to New Mexico producers who incurred losses from pes-
ticide application, and $60 million payments to sugar beet producers.

Civil Rights

To ensure every customer is treated with dignity and respect, FSA has developed
a civil rights action plan to address issues of unequal access and disparate treat-
ment in the past. The plan ensures that preventive measures, such as oversight of
loan servicing and outreach at the State level, are in place. We are investigating
reports of disparate treatment in certain locales, taking corrective action where ap-
propriate. Our actions ensure that FSA employees at every level, in every part of
the country, offer superior customer service.

Program Outreach

FSA’s civil rights effort works in tandem with our ongoing program outreach ini-
tiative. For fiscal year 2003, we initiated 16 projects to reach out to various under-
served populations across the country. Nine of these projects are underway, and six
are in the planning stages. One of the projects is an expansion of the existing Amer-
ican Indian Credit Outreach Initiative, which originated as a pilot project in Mon-
tana and has achieved resounding success. The project was expanded to 10 States
in fiscal year 2002, and we are expanding to 31 States in 2003.

Warehouse Act Implementation

FSA has also been engaged in implementing revisions in the law pertaining to
federally licensed warehouse operators under the Grain Standards and Warehouse
Improvement Act of 2000. USDA has defined the issue of Federal preemption as the
exclusive jurisdiction of the Department over a Federally licensed warehouse for ac-
tivities related to the merchandising and storage of grain. We have developed an
action plan that improves warehouse regulations and better protects the interests
of producers and other depositors. One measure we are proposing is to upgrade the
net worth and financial reporting requirements for obtaining a Federal warehouse
license. Revised licensing agreements for commodities other than grains will be
available for review by warehouse operators early this summer, prior to the start
of the 2003 harvest. Licensing agreements for grain elevators have been postponed
in accordance with the moratorium under Section 770 of the 2003 Consolidated Ap-
propriations Resolution.
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Management Initiatives

FSA is an active participant in USDA’s management achievements, many of
which fall within the scope of the President’s Management Agenda. I would like to
highlight a few of our success stories.

Improving Financial Performance.—FSA has demonstrated its commitment to im-
proving financial performance and accountability by achieving a clean audit opinion
for the fiscal year 2002 financial statements. A clean audit opinion assures the pub-
lic that the financial data is reliable, accurate, and complete, and it enables users
to make informed decisions and manage resources more wisely. The achievement of
a clean audit opinion contributed toward the clean audit opinion for USDA as well.
We have also made progress in fully complying with the Debt Collection Improve-
ment Act of 1996.

Expanded Electronic Government.—In partnership with other Service Center
agencies, FSA met the requirements of the Freedom to E-File Act in 2002 by posting
over 300 electronic forms for producer access through our common e-Forms service
site located at the following address: http:/forms.sc.egov.usda.gov.

Farm Credit Program Loan Servicing.—FSA is working with the Department to
identify and implement improvements to modernize loan servicing, including mail-
ings, billings, collections, and correspondence.

BUDGET REQUESTS

The following highlights our proposals for the 2004 budget for commodity and con-
servation programs funded by the Commodity Credit Corporation (CCC); the farm
loan programs of the Agricultural Credit Insurance Fund; our other appropriated
programs; and administrative support.

COMMODITY CREDIT CORPORATION

Domestic farm commodity price and income support programs are administered
by FSA and financed through the CCC, a government corporation for which FSA
provides operating personnel. Commodity support operations for corn, barley, oats,
grain sorghum, wheat and wheat products, soybeans, minor oilseed crops, cotton
(upland and extra long staple), rice, tobacco, milk and milk products, honey, pea-
nuts, pulse crops, sugar, wool and mohair are primarily facilitated through loans,
payment programs, and purchase programs.

The 2002 Farm Bill authorizes CCC to transfer funds to various agencies for au-
thorized programs in fiscal years 2002 through 2007. It is anticipated that in fiscal
year 2003, $1.5 billion will be transferred to other agencies.

The CCC is also the source of funding for the Conservation Reserve Program
(CRP) administered by FSA, as well as many of the conservation programs adminis-
tered by the Natural Resources Conservation Service. CCC also funds many of the
export programs administered by the Foreign Agricultural Service. When called
upon, CCC finances various disaster assistance programs authorized by Congress.

Program Outlays

The 2004 budget estimates largely reflect supply and demand assumptions for the
2003 crop, based on November 2002 data. CCC net expenditures for fiscal year 2004
are estimated at $15.4 billion, down about $3.8 billion from $19.2 billion in fiscal
year 2003.

The nearly $3.8 billion net decrease in projected expenditures is attributable to
reduced outlays for disaster assistance programs and several programs such as Milk
Income Loss Contract payments, Peanut Quota Buyout payments, and net mar-
keting assistance loan outlays, which more than offset increased outlays for direct
and counter-cyclical payments.

Reimbursement for Realized Losses

Annual appropriations acts authorize CCC to replenish its borrowing authority,
as needed, from Treasury, up to the amount of realized losses recorded in CCC’s fi-
nancial statements at the end of the preceding fiscal year. For fiscal year 2002
losses, CCC was reimbursed $17.7 billion.

Conservation Reserve Program

FSA’s Conservation Reserve Program (CRP) is currently USDA’s largest conserva-
tion/environmental program. It is designed to cost-effectively assist farm owners and
operators in improving soil, water, air, and wildlife resources by converting highly
erodible and other environmentally sensitive acreage to a long-term resource-con-
serving cover. CRP participants enroll acreage for 10 to 15 years in exchange for
annual rental payments as well as cost-share assistance and technical assistance to
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install approved conservation practices. The 2002 Farm Bill increased the enroll-
ment ceiling under this program from 36.4 million acres to 39.2 million acres.

The fiscal year 2004 budget reflects funding for general signups in fiscal years
2003 and 2004, for approximately 2.8 million acres and 1.8 million acres, respec-
tively; 600,000 continuous signup and Conservation Reserve Enhancement Program
acres and 100,000 Farmable Wetlands Program acres. Since May 5, FSA has been
accepting applications for CRP. In addition to the general signup, CRP’s continuous
signup program will be ongoing. In total, two million acres are reserved for the con-
tinuous signup program, which provides for enrollment of the most environmentally
desirable and sensitive land. Included in the two million acre reserve is 500,000
acres for bottomland hardwood tree planting to enhance wildlife habitats and air
quality. Continuous signup for hardwood planting will start after the general signup
is complete.

Current participants with contracts expiring September 30, 2003, account for
about 1.5 million acres. These participants can make new contract offers during the
general signup, with an effective date of October 1, 2004 if they are accepted. All
other contracts awarded under this signup will become effective either at the begin-
ning of next fiscal year, October 1, 2003, or the following year, October 1, 2004,
whichever the producer chooses.

The Farm Service Agency will evaluate and rank eligible CRP offers using the En-
vironmental Benefits Index (EBI). Decisions on the EBI rankings and cutoff criteria
will be made after signup ends and after analyzing EBI rankings of all offers. Those
who may have met previous signup EBI thresholds are not guaranteed a contract
under this signup, as USDA is committed to enrolling acreage which will provide
the greatest environmental benefit.

Overall, CRP enrollment is assumed to gradually increase from 34 million acres
at the end of fiscal year 2002 to 39.2 million acres by fiscal year 2006, while main-
taining a reserve sufficient to provide for a total program enrollment of 4.2 million
acres in continuous signup and CREP. To date, approximately 2.2 million acres are
already enrolled through continuous signup and CREP. In May 2000, new contin-
uous signup and CREP participants became eligible for additional financial incen-
tives designed to boost participation. USDA has allocated $147 million for these one-
time, up-front incentive payments in each of fiscal years 2003 through 2006. Actual
incentive payments for fiscal year 2002 were approximately $115 million.

FARM LOAN PROGRAMS

The loan programs funded through the Agricultural Credit Insurance Fund pro-
vide a variety of loans and loan guarantees to farm families who would otherwise
be unable to obtain the credit they need to continue their farming operations.

The fiscal year 2004 Budget proposes a total program level of about $3.5 billion.
Of this total, $2.7 billion is requested for guaranteed loans, which are offered in co-
operation with private lenders. To align more closely with actual program demand,
the fiscal year 2004 Budget allocates a larger share to the direct loan programs than
the 2003 request. In 2001 and 2002, FSA transferred guaranteed loan funding to
the direct loan programs as provided by law, and we are preparing for a similar
transfer in 2003. By increasing the proportion of direct loan funding up front, as
p;(}posaed, we will avert delays that might occur through an inter-program transfer
of funds.

For direct farm ownership loans, we are requesting a loan level of $140 million.
The proposed program level would allow FSA to extend credit to about 1,200 small
and beginning farmers to purchase or maintain a family farm. In accordance with
legislative authorities, FSA has established annual county-by-county participation
targets for members of socially disadvantaged groups based on demographic data.
Seventy percent of direct farm ownership loans are reserved for beginning farmers,
and about 35 percent are made at a reduced interest rate to limited resource bor-
rowers, who may also be beginning farmers. For direct farm operating loans, we are
requesting a program level of $650 million to provide nearly 14,000 loans to family
farmers.

For guaranteed farm ownership loans in fiscal year 2004, we are requesting a
loan level of $1 billion, which will provide approximately 3,500 farmers the oppor-
tunity to acquire their own farm or to preserve an existing one. Guaranteed farm
ownership loans allow real estate equity to be used in restructuring short-term debt
under more favorable long-term rates. For guaranteed farm operating loans, we pro-
pose an fiscal year 2004 program level of approximately $1.7 billion to assist about
10,000 producers finance their farming operations. This program enables private
lenders to extend credit to farm customers who would not otherwise qualify for com-
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mercial loans. We are particularly proud of our guaranteed loan program, which is
one of the most successful in the government system.

In addition, our budget proposes program levels of $2 million for Indian tribal
land acquisition loans and $60 million for boll weevil eradication loans. For emer-
gency disaster loans, carryover funding from 2003 is expected to provide sufficient
credit to producers whose farming operations have been damaged by natural disas-
ters.

OTHER APPROPRIATED PROGRAMS

State Mediation Grants

State Mediation Grants assist States in developing programs that deal with dis-
putes involving distressed farm loans, wetland determinations, conservation compli-
ance, pesticides, and other agricultural issues. Operated primarily by State univer-
sities or departments of agriculture, the program provides neutral mediators to as-
sist producers, primarily small farmers, in resolving disputes before they culminate
in litigation or bankruptcy. States with certified mediation programs may request
grants of up to 70 percent of the cost of operating their programs.

The fiscal year 2004 Budget requests $4 million for 28 to 32 grants to States. The
$3.9 million available for fiscal year 2003 has provided grants to 29 States.

Emergency Conservation Program

It is impossible to predict natural disasters and, therefore, difficult to forecast an
appropriate funding level for the Emergency Conservation Program (ECP). The
President’s Budget does not include a request for this program because a significant
amount of supplemental funding provided in fiscal year 2002 for ECP remained
available for carryover to operate the program in 2003 when the fiscal year 2004
budget was prepared. However, because of severe drought, floods, tornadoes, and
other disasters, which have occurred already this fiscal year, as of April 22, over
$22 million has been allocated in fiscal year 2003 to repair damage to agricultural
lands and to provide water enhancement measures during the drought emergencies.
We are currently reviewing our funds availability.

Dairy Indemnity Program

The Dairy Indemnity Program (DIP) compensates dairy farmers and manufactur-
ers who, through no fault of their own, suffer income losses on milk or milk products
removed from commercial markets due to residues of certain chemicals or other
toxic substances. Payees are required to reimburse the Government if they recover
their losses through litigation or other sources. As of April 22, we had paid fiscal
year 2003 DIP claims totaling $213,000 in nine States.

The fiscal year 2004 appropriation request of $100 thousand, together with unob-
ligated carryover funds expected to be available at the end of fiscal year 2003, would
cover a higher than normal, but not catastrophic, level of claims. DIP, which was
extended through 2007 by the 2002 Farm Bill, is an important element in the finan-
cial safety net for dairy producers in the event of a serious contamination incident.

ADMINISTRATIVE SUPPORT

The costs of administering all FSA activities are funded by a consolidated Salaries
and Expenses account. The account comprises direct appropriations, transfers from
loan programs under credit reform procedures, user fees, and advances and reim-
bursements from various sources.

The fiscal year 2004 Budget requests $1.3 billion from appropriated sources in-
cluding credit reform transfers. The request assumes decreases in non-Federal coun-
ty staff years and operating expenses, partially offset by increases in pay-related
costs to sustain essential program delivery.

In total, the fiscal year 2004 Budget reflects a ceiling of 5,917 Federal staff years
and 10,784 non-Federal staff years. The Agricultural Assistance Act of the 2003
Consolidated Appropriations Resolution provided $70 million to cover increased ad-
ministrative costs needed to implement the disaster provisions as well as the com-
modity provisions of the 2002 Farm Bill. Temporary staffing and overtime will be
used to meet this increased workload for the remainder of this fiscal year. As work-
load stabilizes in fiscal year 2004, temporary non-Federal staff years will be reduced
from the fiscal year 2003 level, as is reflected in this request. Permanent non-Fed-
eral county staff years are expected to increase slightly to support the conservation
provisions, where the workload is expected to remain at significant levels.

Federal staff years will increase by 56 to support the Geospatial Information Sys-
tems initiative, which will be funded by the Common Computing Environment ac-
count of the Office of the Chief Information Officer. This and other CCE initiatives
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will lead to more efficient and effective customer service and will help move FSA
and the other Service Center agencies into the e-Government era, resulting in sig-
nificant long-term savings and administrative improvements.

Mr. Chairman, this concludes my statement. I will be happy to answer your ques-
tions and those of the other Subcommittee Members.

PREPARED STATEMENT OF A. ELLEN TERPSTRA, ADMINISTRATOR, FOREIGN
AGRICULTURAL SERVICE

Mr. Chairman, members of the Subcommittee, I appreciate the opportunity to re-
view the work of the Foreign Agricultural Service (FAS) and to present the Presi-
dent’s budget request for FAS programs for fiscal year 2004.

This year, as FAS celebrates its 50th anniversary as an agency, we have an op-
portunity to review our history and make sure we are prepared for tomorrow’s chal-
lenges. In 1953, Secretary of Agriculture Ezra Taft Benson issued four challenges
to the new agency:

—Supply American agriculture with current market information;

—Promote the sale of American farm products abroad;

—Remove obstacles to foreign trade; and

—Help other countries become better customers through technical assistance, for-

eign investment, greater use of credit and other means.

Through all the changes of the past 50 years—new nations, new technologies, new
food and agricultural products, to name just a few—those activities remain the core
of our agency’s work. The work we do supports the Department’s strategic objectives
of expanding international market opportunities and supporting international eco-
nomic development and trade capacity building.

The challenges the new FAS faced in 1953 are not unlike the challenges we face
today—the excess productive capacity of U.S. agriculture, continued global agricul-
tural policy reform, weather uncertainties and competition. At the same time, the
U.S. export situation is incredibly different. During the 1950s, our agricultural trade
balance was awash in red ink. In 1953, for example, U.S. agricultural imports were
$4.3 billion and exports were $2.8 billion, leaving a trade deficit of $1.5 billion. In
sharp contrast, for fiscal 2002, U.S. agricultural exports topped $53 billion and im-
ports were $41 billion, producing a surplus of more than $12 billion.

In the early 1950s, six of our top 10 export markets were in Western Europe. Now
half are in Asia and only two are in Europe. Also, Canada and Mexico, our partners
in the North American Free Trade Agreement, ranked 1 and 3 in 2002. Together,
they took 29 percent of our total agricultural exports, up from 11 percent in the
early 1950s when Mexico was not even in the top 10.

Bulk commodities dominated the U.S. trade picture back then. The big three at
the time—wheat, cotton and tobacco leaf—accounted for up to 60 percent of total
U.S. agricultural export value. A USDA report at the time boasted that our soybean
exports set a record in 1953—42 million bushels. We now export about a billion
bushels a year. In the early 1950s, meats trailed animal fats in export volume and
value, and horsemeat tonnage beat poultry meat. Like meats, fruits and vegetables
show huge export gains over the past 50 years. In 1952 and 1953 combined, we ex-
ported 164 million pounds of fresh apples, compared with 2.9 billion pounds in
2000-2001.

Many factors contributed to these changes. The global marketplace has grown
enormously—more people, more production, higher incomes and much, much more
trade. World population increased from about 2.7 billion in 1953 to a projected 6.3
billion this year. Urban populations have more than tripled.

Rising incomes have expanded trade not only by generating demand for more
food, but also by helping to alter diets, sharply boosting per capita global consump-
tion and trade in meats, cereals, fruits and vegetables, and processed grocery prod-
ucts. At the same time, trade liberalization, changing market structures and new
techlrilologies in processing, storage and shipping created new opportunities and new
markets.

American producers, processors and exporters took advantage of these growing op-
portunities by increasing their productivity, improving quality and variety, and in-
tensifying marketing efforts. And through it all, government—including FAS—and
the private sector developed a strong partnership, working together on market de-
velopment and promotion programs, market-opening negotiations and new trade
agreements, food and technical assistance, and research and quality improvements.

While we still face many challenges, we continue to believe that world markets
offer rewarding growth opportunities and play a vital role in the future strength and
prosperity of American agriculture.
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FAS Program Activities

Throughout our 50 years, Congress has given us many tools to help us expand
export opportunities for U.S. agricultural, fish, and forest products. Last year, we
continued to use our long-standing export programs vigorously and have imple-
n%ented new initiatives contained in the Farm Security and Rural Investment Act
of 2002.

The 2002 Farm Bill established the Technical Assistance for Specialty Crops pro-
gram and authorizes $2 million in Commodity Credit Corporation funds for each fis-
cal year from 2002 to 2007. We moved quickly to implement the program and allo-
cated $2 million to 18 entities for fiscal year 2002 under this program, which is de-
signed to address unique barriers that prohibit or threaten the export of U.S. spe-
cialty crops.

The Farm Bill also increased the Market Access Program to $100 million for 2002,
and those funds were allocated to 65 trade organizations to promote their products
overseas. The Farm Bill increased funds for the Foreign Market Development Pro-
gram, and FAS approved marketing plans totaling $34.5 million for 24 trade organi-
zations for fiscal year 2002.

The Emerging Markets Program is authorized at $10 million each year to promote
increased market access for U.S. commodities and products in emerging markets.
A total of 82 projects were approved for fiscal year 2002. The Quality Samples Pro-
gram provides funds so U.S. organizations can provide commodity samples to for-
eign buyers to help educate them about the characteristics and qualities of U.S. ag-
ricultural products. FAS allocated $1.6 million in fiscal year 2002 to 21 organiza-
tions under this program.

The export credit guarantee programs facilitated sales of nearly $3.4 billion in
U.S. agricultural products last year. The GSM-102 program helped U.S. exporters
register sales of nearly $650 million in the South America region and over $395 mil-
lion to Turkey, two areas where the program is most successful. U.S. exporters con-
tinue to discover the benefits of the Supplier Credit Guarantee Program. We issued
over $452 million in credit guarantees under this program in 2002, and we project
continuing growth for this newer GSM program.

With the aid of the Dairy Export Incentive Program (DEIP), U.S. exporters sold
more than 86,000 tons of dairy products in fiscal year 2002. The Commodity Credit
Corporation awarded over $54 million in bonuses to help U.S. dairy exporters meet
prevailing world prices and develop foreign markets, primarily in Asia and Latin
America.

On the trade policy front, USDA works to open, expand, and maintain markets
for U.S. agriculture. FAS was a key player in the development of the comprehensive
U.S. agricultural negotiation proposal for the World Trade Organization (WTO)
Doha Development Agenda. The proposal calls for significant new disciplines in the
areas of market access, export competition, and domestic support.

We also have actively participated in other trade negotiations including the Free
Trade Area of the Americas (FTAA) and the now completed Singapore and Chile
Free Trade Agreements.

While pursuing these new negotiations, we have begun to see the benefits of ear-
lier agreements. United States exports of forest products, rice, cotton, citrus, and
wheat to Taiwan and China have increased by over $100 million as a result of their
accessions to the WTO, and U.S. soybean meal and corn exports to Jordan have
nearly doubled as a result of the U.S.-Jordan Free Trade Agreement.

FAS also worked to defend United States access to markets. Monitoring of trade
agreements is essential to ensure that the benefits gained through long, hard nego-
tiations are realized. Our monitoring of the Uruguay Round Agreement on Agri-
culture and the Sanitary and Phytosanitary Agreement ensured that nearly $1.8 bil-
lion in U.S. trade was protected or expanded. Examples include the monitoring of
China and Taiwan’s WTO accession commitments, Venezuela’s import licensing for
numerous commodities, and Costa Rica’s rice import permits.

In addition, we worked to secure access for U.S. organic exports to Japan and Eu-
rope, averted the imposition of grain import restrictions by the European Union
(EU), and helped open the Australian market to U.S. table grapes.

To support the U.S. commitment to global food aid efforts, we have used our as-
sistance authorities to ship commodities from the United States to needy people
around the world. FAS programmed more than 2.4 million metric tons of food assist-
ance in fiscal year 2002 under Public Law (Public Law) 480, Title I and Section
416(b) of the Agricultural Act of 1949. These products, valued at $600 million, went
to more than 60 countries.

Under the pilot Global Food for Education (GFE) Initiative, which began in fiscal
year 2001, the United States has provided 800,000 tons of commodities and associ-
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ated assistance valued at $300 million over a 2-year period to provide school meals
for 7 million children in 38 countries.

Our emphasis on trade capacity building and our roles in international organiza-
tions continue to grow. International cooperation is the cornerstone for building bi-
lateral and multilateral relationships that can facilitate resolution of trade dif-
ferences, expand trade, and promote economic growth. For example, last year we
used several international organization meetings to advance our WTO proposals. We
began our efforts to communicate the important link between market access and
global food security at the Food and Agriculture Organization’s Conference in Rome
in November, just prior to the successful launch of the Doha Development Round.
We continued our efforts at the Finance for Development Conference in Monterrey
in March, the World Food Summit: Five Years Later in Rome in June, the G—8
Summit in Kananaskis, Canada, 2 weeks later, and finally the World Summit on
Sustainable Development in Johannesburg in August.

The meetings provided opportunities for outreach on our WTO proposal and bio-
technology as key to addressing the problem of food security. Our efforts were care-
fully crafted to specific audiences. For example, at the World Food Summit: Five
Years Later, Secretary Veneman identified three U.S. priorities for reducing hunger,
with specific initiatives to boost agricultural productivity in the developing world,
end famine, and alleviate severe vitamin and mineral deficiencies. She invited other
countries to join us in these efforts. The Secretary announced a USDA-sponsored
ministerial-level conference on agricultural science and technology designed to assist
developing countries in increasing productivity. We sponsored a well-attended event
on biotechnology that included Nobel Peace Prize winning scientist Dr. Norman
Borlaug, bringing greater credibility to the scientific support behind the technology.
Finally, the Secretary met with Latin American ministers of agriculture in their ca-
pacity as members of the Inter-American Institute for Cooperation on Agriculture.
The result of that meeting was consensus among members on trade capacity build-
ing priorities for IICA, including sanitary and phytosanitary issues and bio-
technology.

It is these relationships and the training we provide that will help us resolve
trade disputes in the future, as well as prepare developing countries for global
trade. Our longstanding training program, the Cochran Fellowship Program was
used to introduce 972 Cochran Fellows from 78 countries to U.S. products and poli-
cies in 2002—the largest number of participants in the program’s history. These Fel-
lows met with U.S. agribusiness; attended trade shows, policy and food safety semi-
nars; and received technical training related to market development. The Cochran
Fellowship Program provides USDA with a unique opportunity to educate foreign
government and private sector representatives not only about U.S. products, but
also about U.S. regulations and policies on critical issues such as food safety and
biotechnology.

We also collaborated with a diverse group of U.S. institutions in research partner-
ships with 53 countries. These research and exchange activities promoted the safe
and appropriate development and application of products from biotechnology, as
well as other areas such as food safety, improved nutritive value of crops, environ-
mental sustainability, and pest and disease resistance of crops and livestock.

In the end, the technical assistance that we provide, both our own and through
international organizations, will help build the institutions needed for developing
countries to attract investment and grow their economies. If our efforts are success-
ful, 1({)ur food and agricultural producers will benefit by access to more and better
markets.

Challenges Ahead

Faced with continued growth in our agricultural productivity, intense competition,
and continued aggressive spending on market promotion by our competitors, we
must redouble our efforts to improve the outlook for U.S. agricultural exports. I
would like to discuss our top priorities for the year.

Continuing Trade Liberalization for Agriculture

At the top of our list is moving forward in the multilateral trade negotiations on
agriculture under the WTO. The United States was the first WTO member to put
forward a comprehensive and specific agriculture proposal, which has gained sup-
port from many WTO members. As the negotiations progress, it has become clear
that two camps have developed: one that wants to address the inequities of the Uru-
guay Round consistent with the Doha mandate and one that does not. The EU and
Japan are in the latter group. Both have indicated resistance to moving beyond the
limited Uruguay Round framework.
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We are at a critical stage in the WTO agriculture negotiations. We were dis-
appointed, but not surprised that resistance to change and reform stymied agree-
ment on the modalities for cuts in subsidies and tariffs by the March 31 deadline.
The Chair of the agricultural negotiating group, Stuart Harbinson, is to be com-
mended for his leadership in moving the process forward. However, his paper was
not completely satisfactory to us. But it did highlight that a large number of coun-
tries, including the United States, are ready to advance significant reform, to cut
subsidies and tariffs substantially.

Along with our comprehensive tariff reduction formula, the United States has pro-
posed that WTO members engage in negotiations on a sector-specific basis on fur-
ther reform commitments that go beyond the basic reductions that will apply to all
products. These would include deeper tariff reductions, product-specific limits on
trade-distorting domestic support, and other commitments to more effectively ad-
dress the trade-distorting practices in the affected commodity sectors. This 1s an
area where we need support and involvement from our food and agriculture indus-
try, and we will be seeking their guidance throughout the negotiations.

So where do we go from here? We cannot lose our commitment to the Doha Devel-
opment Agenda effort just because we encounter problems. WT'O members need to
keep working, exploring ways to bring parties together, to match interests so that
we can move the process forward. As we work toward the Cancun Ministerial in
September, we will continue to support the efforts of Chairman Harbinson to ad-
vance the negotiations.

Overall, the passage of Trade Promotion Authority (TPA) was great news for
America’s farmers, ranchers, and food industry. The United States can now move
forward on its ambitious trade agenda of opening markets multilaterally in the
WTO, regionally, and bilaterally. This Administration is pressing ahead in its effort
to create the largest, most comprehensive free trade area encompassing 34 democ-
racies in the Western Hemisphere—a Free Trade Area of the Americas (FTAA). De-
spite economic turmoil in Latin America, the negotiations remain on schedule.

In December, the United States, at the Free Trade Area of the Americas (FTAA)
Ministerial in Quito, Ecuador, pushed negotiations forward to complete the FTAA
by January 2005. The ministers energized market access negotiations and agreed
that the United States and Brazil will co-chair the FTAA process through the con-
clusion of negotiations. The next meeting will be in Miami late this year, with an-
other meeting set for Brazil in 2004.

When completed, the FTAA will provide U.S. producers and exporters with much

eater access to 450 million consumers outside the NAFTA countries, who will have

2 trillion in income. USDA estimates suggest that the FTAA could expand U.S. ag-
ricultural exports to the hemisphere by more than $1.5 billion annually.

While we recognize that many challenges lie ahead and that the U.S. agricultural
community has some concerns about the FTAA, we cannot afford to stand on the
sidelines while other countries take away our potential markets. The reality is that
if all Western Hemisphere countries have preferential agreements among them-
selves and the United States is not a party to these agreements, U.S. exports to the
hemisphere would actually decline, perhaps as much as $300 million annually. So
we must be a participant and a leader in these important negotiations.

In the year ahead, we will also be working on agreements with Australia, Mo-
rocco, five countries in Central America, and the Southern African Customs Union.
As you see, we will be working on many fronts to continue to improve export oppor-
tunities for the American food and agriculture sector.

We also are actively participating in the Asia Pacific Economic Cooperation
(APEC) forum. We expect APEC to serve a key role in promoting continued trade
liberalization within the region and in the WTO, and we will be working through
the APEC food system to realize this goal.

We will continue to work with the countries that would like to join the WTO, such
as Russia and Saudi Arabia. Although increasing the number of members in the
WTO is a high priority, we will continue to insist that these accessions be made on
commercially viable terms that provide trade and investment opportunities for U.S.
agriculture. And when membership in the WTO is achieved, we must continue to
monitor aggressively those countries’ compliance with their commitments. We must
ensure that acceding countries implement trade policies and regulations that are
fully consistent with WTO rules and obligations.

Building Trade Capacity

Hand-in-hand with our negotiating efforts are our efforts to help developing coun-
tries participate more fully in the trade arena. Our trade capacity building efforts
are aimed at helping countries take part in negotiations, implement agreements,
and connect trade liberalization to a program for reform and growth. We will work
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closely with the U.S. Trade Representative and the U.S. Agency for International
Development in this effort.

If we are to achieve success in the negotiating process, we must engage the devel-
oping world in the creation and implementation of appropriate trading rules and
guidelines. This will take time, but it will be worth the investment. These countries
represent our future growth markets. Throughout the year, we will use all of our
available tools—the Cochran Fellowship Program, the Emerging Markets Program,
and our involvement in international organizations such as the Inter-American In-
stitute for Cooperation on Agriculture (IICA)—to aid in this important effort.

Addressing Biotechnology Issues

Another priority is how we deal with the issues surrounding products produced
through biotechnology. The increasing number of countries around the world that
are issuing regulations relating to products of biotechnology present a particular
challenge, both for our infrastructure and for our food and agricultural exports. We
a}rl'e using every available fora to ensure countries adopt science-based policies in
this area.

For example, last year we participated in the first APEC policy dialogue on bio-
technology, where the 21 APEC member countries reached a consensus that bio-
technology is an important tool with great potential for food security and the envi-
ronment. In an effort to foster closer cooperation, the North American Biotechnology
Initiative identified science, marketing, and regulatory issues as priorities for the
three NAFTA partners. The Philippines enacted well-crafted biotech commercializa-
tion guidelines after 3 years of sustained FAS interaction through educational
events and Cochran Fellowship training programs. FAS worked closely with third
countries and allies within the EU to counter misinformation and to highlight the
practical implications of EU legislation on biotech food and feed products.

Biotech issues will continue to be important for U.S. agriculture in the immediate
years ahead, whether in the WTO or in our bilateral relationships with customer
and competitor nations alike. We continue to insist that biotech approval regimes,
wherever they exist, must be transparent, timely, predictable, and science-based.

Maintaining Market Access

Inherent in the FAS mission is the need to anticipate and prevent disruptions to
trade imposed by new market barriers. Perhaps no other task that we carry out is
as important, yet less visible. It is a measure of our success that so many issues
are resolved so quickly, with so little public awareness. Virtually every day, our
overseas and domestic staff work as a team on a variety of concerns—first to pre-
vent crises from developing and then to resolve thorny issues should they arise.
They coordinate efforts with a number of USDA agencies, as well as with private
sector companies and associations.

Every year, these activities preserve millions of dollars in trade that could have
potentially been lost by countries imposing new barriers. Some problems may be re-
solved quickly with a phone call or a meeting; others are more complex, and involve
multiple U.S. agencies. Our priorities include resolving poultry trade issues with
Russia, poultry and other issues with Mexico, and tariff-rate quota and biotech
issues with China.

Ensuring World Food Security

We recognize that significant emergency food needs continue to haunt many in
the world and we are working to help address them. Today the most severe needs
are in Mauritania, Sudan, Angola, North Korea, Afghanistan, southern Africa, and
the Horn of Africa. The United States has delivered or pledged more than 500,000
tons (valued at $266 million) to southern Africa since the beginning of 2002, making
us the largest donor to the World Food Program’s (WFP) operations there. The
United States is also providing food aid to Ethiopia, Eritrea, Sudan, Angola, North
Korea, Afghanistan, and many other countries.

However, U.S. food aid donations are determined by the availability of commod-
ities, budget resources and commodity and transport prices. We have reduc